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AFGHANISTAN: IDENTIFYING AND ADDRESS- 
ING WASTEFUL U.S. GOVERNMENT SPEND- 
ING 


Thursday, April 3, 2014, 

House of Representatives, 

Subcommittee on National Security, 
Committee on Oversight and Government Reform, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:00 a.m. in room 
2247, Rayburn House Office Building, the Honorable Jason 
Chaffetz [chairman of the subcommittee], presiding. 

Present: Representatives Chaffetz, Duncan, Mica, Woodall, 
Tierney, Maloney, Welch, Kelly. 

Staff Present: Andy Rezendes, Majority Counsel; Melissa Beau- 
mont, Majority Staff Assistant; Will Boyington, Majority Deputy 
Press Secretary; Adam P. Fromm, Majority Director of Member 
Services and Committee Operations; Linda Good, Majority Chief 
Clerk; Tyler Grimm, Majority Senior Professional Staff Member; 
Mitchell S. Kominsky, Majority Counsel; Laura L. Rush, Majority 
Deputy Chief Clerk; Sang H. Yi, Majority Professional Staff Mem- 
ber; Jaron Bourke, Minority Director of Administration; Devon Hill, 
Minority Research Assistant; Jennifer Hoffman, Minority Commu- 
nications Director; Peter Kenny, Minority Counsel; Chris Knauer, 
Minority Senior Investigator; Julia Krieger, Minority New Media 
Press Secretary. 

Mr. Chaffetz. This committee will come to order. 

I would like to begin this hearing by stating the Oversight and 
Government Reform Committee’s mission statement. We exist to 
secure two fundamental principles. First, Americans have the right 
to know the money Washington takes from them is well spent; and 
second, Americans deserve an efficient and effective government 
that works for them. 

Our duty on the Oversight and Government Reform Committee 
is to protect these rights. Our solemn responsibility is to hold gov- 
ernment accountable to taxpayers because taxpayers have a right 
to know what they get from their government. 

We will work tirelessly in partnership with citizen watchdogs to 
deliver the facts to the American people and bring genuine reform 
to the Federal bureaucracy. This is the mission of the Oversight 
and Government Reform Committee. 

I want to welcome you all here. This is a very important topic. 
We have entitled this hearing Afghanistan: Identifying and Ad- 
dressing Wasteful U.S. Government Spending. 

( 1 ) 
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I would also like to welcome Ranking Member Tierney of Massa- 
chusetts and members of the audience and thank you for being 
here today. I know Mr. Tierney in particular has a passion for 
these issues and I appreciate working with him and his staff on 
this topic. 

Today’s proceedings continue the subcommittee’s series of hear- 
ings designed to assess the U.S. reconstruction efforts in Afghani- 
stan. Since 2002, the United States has directed over $102 billion 
toward relief and reconstruction efforts in Afghanistan. Let me say 
that again: $102 billion in the reconstruction effort. This does not 
count the war effort. This is the reconstruction effort. 

Afghanistan is by far the leading recipient of U.S. economic and 
military assistance. Meanwhile, the president intends to withdraw 
U.S. troops from Afghanistan, known as one of the most corrupt 
countries on the face of the planet. 

On the good side, I have recently read that there were no deaths 
in Afghanistan for a one-month period, and for that, we are very 
grateful. I think it is also appropriate that at this time we pause 
for a moment and thank the men and women who serve in our 
military, who serve in USAID and other agencies who have put 
their lives on the line overseas. And certainly our hearts are strick- 
en and our prayers are with those at Fort Hood as they deal with 
a domestic issue here. I can’t even imagine what the families are 
going through, but I know our hearts and prayers are with them. 
God bless them and Godspeed. 

That said, while the level of U.S. reconstruction funding has es- 
calated every year since 2007, the areas in Afghanistan that U.S. 
oversight agencies are able to access in order to conduct oversight 
continue to shrink to small enclaves. As a result, we need to care- 
fully examine whether the United States Government will be 
spending billions of dollars on this effort effectively, equipped with 
sufficient oversight mechanisms. 

Of the overall reconstruction effort, USAID has appropriated 
roughly $17 billion. Today I would like to hear from USAID how, 
$17 billion later, the agency’s efforts have improved the environ- 
ment in Afghanistan. I have visited Afghanistan several times and 
have serious concerns about the region. 

For example, USAID will likely spend $345 million on the 
Kandahar-Helmand Power Program, designed to improve the 
Kajaki Dam. The program was supposed to be completed in 2005, 
yet a decade later and hundreds of millions of dollars dedicated to 
the program, USAID’s work on the enhanced Kajaki Dam is still 
plagued by sufficient problems. Even now there appear to be more 
challenges than there are results. This represents the epitome of 
the issue we face in Afghanistan reconstruction efforts and should 
not be acceptable to the Administration. 

Given these challenges, this subcommittee has been, in bipar- 
tisan fashion, working diligently to monitor the progress, chal- 
lenges and successes of our reconstruction efforts. Specifically, the 
subcommittee has been looking at how the government is over- 
seeing billions of dollars being given to Afghanistan. We have ex- 
amined many cases where lack of transparency and accountability 
exist for U.S. taxpayer money. 
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The subcommittee has investigated petroleum oil lubricants pro- 
vided to the Afghan National Army by the United States, totaling 
nearly half a billion dollars. Meanwhile, the Defense Department 
failed to properly maintain receipts for these transactions. We have 
also investigated Dawood Hospital, where the United States pro- 
vided more than $150 million in medical supplies in just an 18- 
month period. Unfortunately, theft, mismanagement and human 
suffering became rampant at Dawood. 

Oversight efforts are more important than ever as the United 
States has promised to give even more direct assistance to Afghani- 
stan. Based on this, I would like to hear how the U.S. Government 
maintains visibility and control over taxpayer funding once the 
money goes to Afghanistan and when it is distributed through the 
Afghan government. 

This all leads to a greater need for improved accountability. The 
United States and other international donors have funded about 92 
percent of Afghanistan’s total public expenditures. Of that 92 per- 
cent, the United States has contributed roughly 62 percent. This 
means that the United States has made a substantial investment 
in Afghanistan and we need to make sure the investment has prop- 
er oversight and that this is a wise expenditures of taxpayer dol- 
lars. 

I commend USAID for working diligently on the Afghan recon- 
struction efforts and SIGAR, the Special Inspector General for Af- 
ghan Reconstruction, for working to increase accountability for that 
funding. I very much appreciate both of your hard work on this 
issue. We all recognize it is a very difficult problem. 

Today I would like to discuss some of SIGAR’s recommendations 
to mitigate risks to U.S. funding and learn the status of whether 
those suggestions are being implemented and best practices are 
being implemented to enhance overall oversight in Afghanistan. 

Additionally, I also have some concerns about the current rela- 
tionship between USAID and the Special Inspector General’s office. 
It has been brought to my attention there are serious policy dis- 
agreements concerning the examination of documents and release 
of documents, prompted by FOIA requests, which is a subject mat- 
ter over which the committee holds jurisdiction. 

To the extent of the law, taking account of certain sensitivities 
on a case by case basis, I support the need for maximum trans- 
parency and accountability required in order to provide oversight. 

I particularly want to thank Mr. Sampler and Mr. Sopko for 
being here today. These great patriots who care deeply about their 
Nation work hard in their respective fields. I have great personal 
respect for each of these gentlemen, and I appreciate them joining 
us here today. 

Now I would like to recognize the ranking member, the gen- 
tleman from Massachusetts, Mr. Tierney. 

Mr. Tierney. Thank you, Mr. Chairman. I want to thank both 
our witnesses for appearing here today. This is our third sub- 
committee hearing in this Congress on foreign assistance in Af- 
ghanistan. I want to applaud the chairman for his persistence and 
diligence of attention to the topic. 

This subcommittee has a long history of focusing on waste, fraud 
and abuse of taxpayer funds in Iraq and Afghanistan, including my 
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tenure as chairman of the subcommittee when we had the inves- 
tigation into the host nation trucking contract, finding the vast pro- 
tection networks supported by insurgents and warlords, investiga- 
tions into fuel contracts and then investigations started and contin- 
ued with respect to the food contracts and much more. 

Today’s hearing will focus on oversight and management of the 
U.S. Agency for International Development’s projects and programs 
in Afghanistan. At a full committee hearing on direct assistance 
nearly one year, I asked Special Inspector General, Mr. Sopko, who 
is here today, about a set of documents that he indicated raise sig- 
nificant concerns about the ability of the Afghan government to 
manage and account for funds that the United States planned to 
provide directly to it. 

The documents at issue were USAID assessments of 13 Afghan 
ministries, public financial management systems performed by out- 
side auditors. I asked whether Inspector General Sopko would be 
willing to provide these assessments to the committee and he told 
us that he had been instructed by USAID not to provide them to 
Congress due to their markings as sensitive but unclassified. In- 
spector General Sopko testified that when he asked for an expla- 
nation for why these documents were marked sensitive but unclas- 
sified, he was told by USAID officials that the materials were 
“mainly embarrassing.” 

Mr. Chairman, based on my concerns at that time, I asked for 
the committee to follow up on this matter. And consequently, we 
supported your request for the agency’s inspector general to pro- 
vide us with a set of unredacted documents. Shortly after that, 
USAID in coordination with the State Department did provide the 
13 external assessments of Afghan ministries to the committee. In 
providing those documents in a redacted form, USAID indicated in 
an April 30th, 2013 letter that the “public disclosure of personally 
identifiable information could threaten the lives and livelihoods of 
people named in those asesssments or their associates.” It also 
cited foreign government information such as “information that 
could be misused to exploit, currently or otherwise. Federal abili- 
ties identified in these assessments.” 

USAID also claimed that the release of the information in total- 
ity would have a damaging effect on the United States government 
relations with the Afghan government. USAID also offered to pro- 
vide the committee staff with the opportunity to review full, com- 
plete, unredacted copies of the 13 ministerial assessments at 
USAID’s offices, as the agency had previously provided to the com- 
mittee for other types of assessments. 

This January, SIGAR released a report reviewing USAID’s exter- 
nal as well as USAID’s internal assessments of the Aghan min- 
istries’ capacity to manage U.S. funds planned for direct assistance. 
This report found that none of the 16 Afghan ministries examined 
by outside auditors were able to manage U.S. funds and that the 
auditors issued nearly 700 recommendations for corrective action. 
According to the report, USAID then conducted its own risk re- 
views of 7 of the 13 Afghan ministries and made 333 recommenda- 
tions on how to mitigate the risks to USAID funds. Yet the report 
goes on to state that USAID approved direct assistance at all seven 
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Afghan ministries, while only requiring 24 of the 333 recommenda- 
tions to be implemented. 

While the report acknowledges that it did not examine the effec- 
tiveness of the USAID safe guides that are already in place, nor 
did it determine whether any fraud had occurred, I look forward 
to a thorough discussion today of these decisions, given the identi- 
fied risks. 

Just this week the committee received copies of the internal risk 
reviews of the seven Afghan ministries, documents critical to the 
USAID’s decision to approve direct assistance. As a preliminary 
matter, although SIGAR appears to have redacted some informa- 
tion in these reviews, I have asked the chairman that before these 
documents are made part of any public record, a proper review by 
this committee can be conducted to ensure that we are not endan- 
gering the lives of anyone. And since SIGAR offered USAID the op- 
portunity to comment on proposed redactions or other agency docu- 
ments, it only seems fair to do so in this case as well. 

Those documents lay bare the substantial, if not seemingly insur- 
mountable risks in providing U.S. funds directly to the Afghan gov- 
ernment. For instance, USAID’s internal risk review of the Afghan 
Ministry of Public Health found that the risk of diverting govern- 
ment resources for unintended purposes exists. Waste, fraud and 
abuse may go undetected as critical, the worst designation based 
on the likelihood and impact of the risks. Also listed as critical was 
manipulation of accounting information after approval and posting 
to hide illegal actions. 

It appears that USAID’s risk reviews and decision memos ap- 
proving direct assistance also include a number of risk mitigation 
recommendations. I look forward to learning more about not only 
the true extent of the risks to taxpayer funding, but whether and 
how USAID can maintain current policy and manage to oversee 
these programs. I think that is the crux, how are we going to man- 
age and oversee these programs, what is the risk to taxpayer fund- 
ing, and whether or not the risks outweigh any good that we per- 
ceive might come from those programs. 

Thank you. 

Mr. Chaffetz. I thank the gentleman. 

By mutual agreement, we are going to hold back inserting into 
the record some of those documents that the gentleman from Mas- 
sachusetts mentioned. It is our intention of the committee to make 
those public and to insert those into the record. But we want to 
give ample time for parties on both sides of the aisle to review 
those documents and make sure that there is no sensitive informa- 
tion that would be released that would put somebody’s individual 
life in jeopardy. Once we have completed that, again, it is the in- 
tention of the subcommittee to release those documents. 

Now I would like to recognize the gentleman from Florida, Mr. 
Mica. 

Mr. Mica. Thank you again, Mr. Chairman, thank you to our 
ranking member, for holding this important oversight sub- 
committee meeting. This is one of the most important responsibil- 
ities of Congress, is, in fact, going after waste, fraud and abuse. I 
am going to ask, and I just want to give a heads-up to Mr. Sampler 
and maybe Mr. Sopko, during the last hearing I had requested, and 
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I guess it was March 13th, if you were aware of any Afghanis who 
had been prosecuted for missing AID funds. To my knowledge, I 
have not received it. My key staffer has not received it. Maybe we 
have gotten information with that list. But I would like that list. 
If you have people working with you today, I want you to find the 
list, get us that information. 

I am interested in who we have gone after and who we have 
prosecuted or those folks that need to be held accountable, are held 
accountable. I think that is an important thing that when I go back 
to the district, when they find that our Afghani partners are rip- 
ping us off, and this appears to be a bottomless pit for the tax- 
payers, and pouring money into waste, fraud and abuse on various 
Afghan projects, and those who have abused their responsibility, 
and again are not held accountable, that is the wrong thing. 

So I will be asking that and I want that information. Hopefully 
some of that information that we could submit in the record here 
today. And again, I thank you, Mr. Chairman, Mr. Chaffetz, for 
holding this hearing. We need to continue to do that and hold peo- 
ple accountable to go after the waste, fraud and abuse in this im- 
portant area. Thank you. 

Mr. Chaffetz. I thank the gentleman. 

I remind members that they have seven days to submit opening 
statements for the record. 

I would now like to recognize our panel. Mr. Donald Sampler is 
the assistant to the Administrator of the Office of Afghan and Paki- 
stan Affairs at the U.S. Agency for International Development. Mr. 
John Sopko is the Special Inspector General for Afghan Reconstruc- 
tion. 

Pursuant to committee rules, all witnesses are sworn before they 
testify. If you would both please rise and raise your right hand. 

Do you solemnly swear or affirm that the testimony you are 
about to give will be the truth, the whole truth and nothing but 
the truth? 

[Witnesses respond in the affirmative.] 

Mr. Chaffetz. Thank you. Let the record reflect that both the 
witnesses answered in the affirmative. 

Again, we appreciate both of you gentlemen being here. Your full 
statements will be inserted into the record. But we will allow you 
time now to give your verbal statements. We will be fairly generous 
on the time. 

Mr. Sampler, we will start with you. 

WITNESS STATEMENTS 

STATEMENT OF DONALD L. SAMPLER 

Mr. Sampler. Thank you. Chairman Chaffetz, Ranking Member 
Tierney, members of the subcommittee. I appreciate the oppor- 
tunity to testify before you today and to talk about the work of 
USAID in Afghanistan, and specifically the oversight measures we 
implement to safeguard taxpayer funds while we support U.S. na- 
tional security interests in that country. 

I am honored to represent the 183 American citizens as well as 
third country and Afghan employees of USAID in Afghanistan. 
They implement our programs there under often very difficult and 
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personally trying conditions, apart from their families and their 
homes. 

On Saturday, the people of Afghanistan will go to the polls to 
elect a new president. A successful election will he a landmark 
event in Afghanistan. It will he the first transition from one demo- 
cratically-elected president to another. The men and women serv- 
ing the U.S. government in Afghanistan, including those of USAID, 
are working harder than ever and often at significant personal 
risk, to support their Afghan colleagues in ensuring the elections 
are inclusive, fair and transparent. 

I appeared before this subcommittee just under a month ago to 
discuss USAID’s foreign assistance program in the context of the 
troop withdrawal. So I will keep my opening remarks very short 
and focus on the subcommittee’s primary topic today: oversight and 
accountability for U.S. taxpayer funds. 

USAID takes our responsibility in this regard very seriously. We 
work with our auditors to design very rigorous oversight and ac- 
countability measures for our programs in Afghanistan. Afghani- 
stan is constantly changing and is constantly challenging. We have 
learned and implemented hard lessons from the 12 years that we 
have spent in that country. I welcome the opportunity to talk about 
that during today’s hearing. 

In that regard, though, I feel like I need to correct the record 
with respect to a USA Today story that came out overnight. The 
story reports that USAID deliberately withheld audits from Con- 
gress showing that the Afghan government has failed to monitor 
the potential risks of contracting with suppliers who may have ties 
with terrorist organizations. That report is false. 

The story also reports that correspondence from the Special In- 
spector General’s general counsel suggests that we covered up in- 
formation showing some Afghan ministries lack controls for cash 
and can’t track what they own. The allegation that we covered up 
information coming to Congress is false. And I find it somewhat of- 
fensive. 

As you know, Mr. Chairman, USAID provided to you and your 
staff copies of these assessments almost a year ago. This was after 
the request was made at a hearing. And as per the agreement, 
with these types of documents we offered you and your staff full 
access to unredacted versions of the document while providing cop- 
ies in hard copy that had been lightly redacted. As you noted, these 
redactions blacked out the names of people whose lives could be 
put at risk by their exposure. 

Unfortunately, the USA Today story has now made public secu- 
rity vulnerabilities about one of the ministries, in fact, that we 
were concerned about. It is a ministry we chose not to work with 
ultimately. 

I have also been very direct in addressing publicly the fact that 
USAID does face challenges in programming direct assistance with 
Afghan ministries. This is hard, this is challenging for us. It has 
been and it will be. 

But we also employ rigorous risk reduction and risk mitigation 
measures. Again, I look froward to a chance to have a discussion 
about how those work. I have addressed this in writing prior to the 
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hearings, in December 2013, before both House and Senate commit- 
tees. And those statements are available for the record. 

In conclusion, my written testimony includes details of the re- 
markable progress made in Afghanistan. I will say here only that 
the United Nations has identified Afghanistan as among the coun- 
tries participating in the human development index of having made 
the most progress in the past decade of any country in the world 
on that index. 

Mr. Chairman, USAID is always mindful of the enormous sac- 
rifices made by Americans, by our allies and by our Afghan part- 
ners, to build and secure Afghanistan. We fully understand the 
need for constant vigilance, particularly during this delicate period 
of transition. Since my first visit to Afghanistan, and as recently 
as my visit there last week, I have served with the military in Af- 
ghanistan, the Department of State, the United Nations, a private 
international NGO and now USAID. And I personally lost friends 
and colleagues to this war. So I know first-hand the risk that we 
are talking about. 

And some of you or some in the audience may remember that it 
was a year ago this weekend when Foreign Service Officer Ann 
Smedinghoff was killed delivering USAID-funded textbooks to a 
school in Zabul Province. So we do understand first-hand the con- 
sequences and challenges we face. Problems of limited capacity in 
the government of Afghanistan, corruption, will certainly exist in 
Afghanistan for as long as we are engaged there. 

There are also problems in many of the other places where 
USAID operates. And they will continue to challenge us. However, 
these problems are not something that should cause us to walk 
way from the national security interests we are pursuing. They 
should be however, cause, for a careful and deliberate redoubling 
of our efforts to prevent the fraud, waste and abuse. 

Thank you. 

[Prepared statement of Mr. Sampler follows:] 
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statement for the Record 

United States Agency for International Development 
Donald L. Sampler 

Assistant to the Administrator and Director 
of the Office of Afghanistan and Pakistan Affairs 

Before the House Oversight and Government Reform 
Subcommittee on National Security 

“Afghanistan; Identifying and Addressing Wasteful U.S. Government Spending” 
Thursday, April 3, 2014, 10:00 a.m. 

Chairman Chaffetz, Ranking Member Tierney, and Members of the Subcommittee, thank you for 
allowing me the opportunity to testify before you today to discuss the role of the U.S. Agency for 
International Development (USAID) in support of U.S. civilian development efforts in 
Afghanistan. Our work in Afghanistan is emblematic of our agency’s overall mission: USAID 
partners to end extreme poverty and promote resilient, democratic societies while advancing our 
security and prosperity. USAID’s role in Afghanistan is to promote a stable, inclusive and 
increasingly prosperous country. During the past decade, Afghanistan has made remarkable 
development gains across multiple sectors, thanks to the whole-of-govemment efforts of the 
United States, along with our international partners and the Afghan people. 

201 4 is a pivotal year for Afghanistan as the country navigates a series of three transitions: the 
presidential election two days from now and the first democratic transfer of power to a new 
president in Afghanistan’s history; the continued withdrawal of non-Afghan troops with the 
completion of the transfer of security responsibility to the Afghans; and the continuing reduction 
of International Security Assistance Force (ISAF)-related economic activity in Afghanistan. 

This is a critical moment in Afghanistan’s history, and USAID is working with the Afghan 
people and our international partners to do what we can to ensure these transitions go as 
smoothly as possible. 


1 
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1 have been working on and in Afghanistan since 2002, in both civilian and military capacities, 
and just returned from my latest visit to Kabul a few days ago. In addition to having worked 
with the Afghan Constitutional Loya Jirga and the Afghan Emergency Loya Jirga in 2003 and 
2004, respectively, I served as a representative of an international non-governmental 
organization, and as chief of staff of the UN Assistance Mission to Afghanistan. 1 bring these 
perspectives to USAID’s work today, and I know from personal experience that the dramatic 
progress Afghans have made is remarkable, yet still fragile. That is why, USAID has been 
planning and adjusting our programming in anticipation of the transitions in 2014, to maximize 
sustainability and ensure oversight and accountability of the resources the American people have 
provided in support of Afghanistan, USAID is committed to safeguarding taxpayer funds and 
ensuring that the development progress that has been made over the last twelve years is 
maintained and durable. 

USAID Impact and Results 


USAID’s development assistance, which represents approximately three percent of the total 
military and civilian financial cost of the war in Afghanistan, has helped Afghans achieve gains 
ranging from a ten-fold increase in the number of children enrolled in school, to a dramatic 
increase in life expectancy, as well as five-fold increase in per capita GDP. These are 
extraordinary development gains for a country that in 2002 had virtually no access to reliable 
electricity, roads or modem telecommunications, and disadvantaged almost half of its population 
- women and girls, prohibiting them from contributing fully to Afghan society and the economy. 
USAID has supported meaningful gains in Afghanistan that have contributed to extraordinary 
results: 

• Health: Life expectancy has increased from 42 years to over 62 since 2002; the maternal 
mortality rate has declined by 80 percent from 1,600 to 327 deaths per 100,000 births; 
and child mortality decreased by 44% from 172 to 97 deaths per 1,000 live births. 

• Education: In 2002, there were approximately 900,000 Afghan children in school, and 
virtually none were girls. Today, approximately 8 million children are registered to 
attend school and more than one-third of them are girls. 


2 
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• Energy: In 2002, only 6 percent of Afghans had access to reliable electricity. Today 42 
percent do. In addition, USAID assistance has helped put the Afghan national power 
company (DABS) on a path to become fully self-sustaining. DABS collected $229 
million fi'om the sale of electricity in 2012, an increase of 68 percent from 2010. 

More importantly, the Afghan people recognize the progress made and are increasingly hopeful 
about their future. For the past nine years. The Asia Foundation, with support from USAID, has 
conducted a nationwide survey of Afghan attitudes and opinions, tracking trends among the 
population. The results of the 2013 survey show the impact these gains are making. Fifty-seven 
percent of all Afghans said they believe their country is moving in the right direction. This 
number has increased steadily since 2008, when it stood at 38 percent. Not surprisingly, the vast 
majority - 88 percent - said they were better off economically than they were under the Taliban. 
Three quarters gave their national government a positive assessment although they remained 
critical of subnational government and Parliament and concerned about corruption at all levels. 
Five in six Afghans - men and women - believe that women should have an education. Seventy- 
five percent believe it is acceptable to criticize the government in public — a sign of an active 
democracy with an independent media, which is the civilian institution in which Afghans have 
the most confidence. 

USAID Movine Forward 

USAID understands the challenges facing Afghanistan. In anticipation of this transitional year, 
USAID has regularly reviewed and adjusted its programs to ensure that they advance the 
strategic objectives of the United States and are achievable and sustainable. USAID’s strategy in 
Afghanistan is threefold: 

• Maintaining and making durable the gains made in health, education, and the 
empowerment of women; 

• Supporting continued economic growth and employment through the agriculture sector, 
private sector development, operations and maintenance of infrastructure investments, 
and responsibly developing the extractives industry, which will help to mitigate the effect 
of the military draw'down; and, 


3 



12 


• Fostering legitimate and effective Afghan governance, including support for the 2014 
presidential and 2015 parliamentary elections, the rule of law, and a robust civil society. 

Operationally, USAID has adjusted its implementation model to improve sustainability and meet 
the challenges presented by the transition through: 

• Focusing assistance in Regional Economic Zones (REZs) that cover major population 
centers and promote regional trade and economic opportunities, especially with regional 
markets in Central and South Asia; 

• Developing a multi-tiered monitoring strategy to address reduced mobility and decreased 
field staff that, along with other monitoring and evaluation efforts, will continue to ensure 
appropriate oversight of projects; 

• Transforming USAID’s approach in Afghanistan to one of mutual accountability that 
incentivizes Afghan reforms by conditioning an increasing percentage of our assistance 
to the government on progress on reforms and that continues to increase government 
involvement and ownership of development needs; and 

• Focusing on long-term sustainability through implementing USAID policies on 
sustainability, including the principles of: (1) increasing Afglian ownership and capacity; 
(2) contributing to community stability and public confidence in the Government of 
Afghanistan; and (3) implementing effective and cost-efficient programming. 

Based on this strategy and these objectives, USAID is constantly reviewing and evaluating our 
portfolio in coordination with the U.S Government interagency and the Afghan Government, 
including through a biannual portfolio review process. We take these reviews very seriously and 
are confident that they are helping ensure that USAID’s assistance in Afghanistan is having the 
maximum impact possible. To cite one example, as a result of internal USAID reviews and in 
consultation with the Government of Afghanistan, USAID determined that a program supporting 
access to credit for agriculture in southern Afghanistan was not delivering the desired results. 
While access to credit helped farmers in some ways, it did not provide the desired increase in 
access to markets. USAID de-scoped that activity and reprogrammed the funds to other 
elements of the program that continue to deliver results. The lessons learned from that 
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agriculture activity have helped inform the design of new USAID agriculture programs that 
focusing on strengthening value chains across Afghanistan. 

Oversight and Accountability 

USAID is well aware that Afghanistan is a difficult environment in which to work. But we have 
learned important lessons over our twelve year engagement there, and have also drawn on 
experiences of operating in other challenging environments, including Iraq, Pakistan, Yemen, 
Sudan and Colombia, to ensure strong oversight of U.S. assistance funds. 

In addition to standard USAID oversight measures implemented worldwide, USAID has 
implemented the Accountable Assistance for Afghanistan (A3) initiative, designed to prevent 
funds from being diverted from the development purpose to malign actors. Some of the 
approaches we use under A3 include: 

1 . Limiting the number of sub-contracting tiers; 

2. Implementing a robust vetting system of non-U.S. companies and key individuals, at both 
the prime and sub-contractor level, and establishment of the Vetting Support Unit; 

3. Enhancing financial controls on project funds, such as using electronic funds transfers in 
lieu of cash payments, using independent audit firms to verify appropriate usage of 
funds, reviewing of recipients’ claims priorto payment, and performing 100% audits of 
locally incurred costs; and 

4. Implementing robust oversight of all USAID projects in Afghanistan through a five- 
tiered monitoring approach, encompassing monitoring information gathered from USAID 
and other U.S. Government staff, USAID implementing partners, other donors, Afghan 
civil society and beneficiaries, as well as independent monitoring contractors. 

USAID’s multi-tiered monitoring approach focuses on gathering and analyzing multiple sources 
of data across these tiers in order to compare infonnation and ensure confidence in reporting 
data, allowing USAID to use the results to make further programmatic decisions. Supporting 
this approach is the new Implementation Support Team (1ST) headquartered at the USAID 
Mission in Kabul. The 1ST is charged with providing an additional layer of critical review and 
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analysis for the streams of monitoring information and for providing USAID leadership with 
alternative courses of action for addressing challenges with project implementation. 

Providing independent data inputs to this team is the new Monitoring Support Project, for which 
USAID just issued a request for proposals. This request for proposals was issued following 
extensive consultations with international donors. Congress, implementing partners, and a 
comprehensive analysis of USAID remote monitoring efforts around the world. This project will 
utilize a variety of monitoring methods to verify project data, including site visits, GPS and 
time/date stamped photos, interviews, and crowd sourcing. USAID docs not rely solely on 
remote monitoring to provide key monitoring data, nor will independent monitoring take the 
place of the USAID staff as project managers. It is one tool that USAID can use to validate 
reporting data from other sources. USAID will not hesitate to terminate projects or specific 
activity sites if USAID determines that adequate oversight is not possible. 

Audits provide useful oversight and discipline, and complement and reinforce USAID’s own 
efforts to ensure U.S. tax dollars are used effectively and efficiently. There are currently over 
100 on-going audits of USAID programs in Afghanistan. In fiscal year 2013, the U.S. 
Government Accountability Office, USAID Office of Inspector General, and the Special 
Inspector General for Afghanistan Reconstruction completed over 65 financial and program 
audits in Afghanistan. 

Oversight is a process that requires continual re-examination and the ability to adjust to new 
circumstances as they arise. Although there are inherent risks in doing business in a country like 
Afghanistan, our first priority is to ensure taxpayer dollars are adequately protected even as we 
carry out a vital component of the U.S, Government’s national security policy. 

Direct Assistance in Afghanistan 

Direct assistance to the Afghan government is used when appropriate to accomplish certain 
development outcomes, and to build the Afghan government’s ability to sustain the investments 
and gains that have been made and reduce its dependence on donors over time. This is in 
keeping with commitments under both the previous and cuirent Administrations to increase our 


6 



15 


work through local governments and organizations, not just in Afghanistan, but in numerous 
countries around the world. Such work is critically important to the ultimate goal of assistance ^ 
helping countries stand on their own two feet. . 

In Afghanistan, our work through the government is based on commitments made by the United 
States and the international community in return for commitments made by the Afghan 
government to meet certain benchmarks. These agreements were reflected in the Tokyo Mutual 
Accountability Framework, in 2012. In return, the U.S. reaffirmed support expressed at the 
London and Kabul conferences in 2010 to provide up to 50 percent of its aid as on-budget 
assistance, in order to help strengthen the Afghan government’s capacity. 

USAID implements on-budget assistance in Afghanistan through two mechanisms: multilateral 
trust funds, such as the Afghanistan Reconstruction Trust Fund (ARTF) managed by the World 
Bank, and through bilateral direct assistance agreements with the Afghan government. Of the 
approximately $17.5 billion in obligated USAID funds for Afghanistan since 2001, $770 million 
is allocated for direct assistance with the Government of Afghanistan, of which USAID has 
disbursed $283 million, with a little more than half of that disbursement for health sector 
programming. 

USAID recognizes that working directly through local governments, especially in unstable and 
challenging environments, carries an element of risk. USAID has a rigorous system of oversight 
for its direct assistance programming with the Afghan government. This means that USAID 
conducts assessments to identify the strengths and weaknesses of each ministry for which a 
direct assistance project is being contemplated. To date, USAID has contracted for accounting 
films to conduct sixteen ministry assessments. USAfD has decided at this time to limit its direct 
assistance to seven ministries, subject to stringent safeguards. The process begins with a review 
of a ministry's basic procurement, financial and human resource systems followed by an internal 
assessment of the risks inherent in the ininistiy. We then build our mitigating measures and 
safeguards accordingly. At the same time, tlirough technical assistance, we also seek to build 
Afglian systems that will be able to prevent fraud, w'aste, or abuse on their own. 
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For direct assistance, USAID utilizes multiple levels of protection to mitigate risks to taxpayer 
funds. These measures may include, but are not limited to; 

• requiring the establishment of a non-commingled, separate bank account for each project 
with USAID; 

• disbursement of funds only after USAID has verified that the ministry has achieved a 
performance milestone or USAID has verified incurred costs; 

• an annual audit by a USAID OIG-approved firm; 

• substantial involvement and oversight by USAID staff in procurement processes; 

• independent management, monitoring and evaluation of services; and 

• technical assistance through other projects to increase the capacity of ministries while 
addressing any vulnerabilities or weaknesses identified in the assessments. 

All direct assistance requires compliance with USAID accountability and oversight procedures, 
including site visits. Ministries are required to fully comply with the conditions precedent prior 
to and throughout the disbursement process. If Afghan ministries fail to adhere to these 
conditions, the agreements are subject to immediate suspension or termination. In the cases 
where USAID uses cost reimbursement for our direct assistance projects, in accordance with 
USAID risk mitigation measures, USAID disburses funds to a separate, non-comingled bank 
account at the Central Bank of Afghanistan once we have been assured ourselves of the cost 
incurred. From that account, those funds are transferred to partners contracted on behalf of the 
Afghan government for the work performed on behalf of the Afghan Government. 

For example, USAID has worked closely with Afghanistan’s energy utility, Da Afghanistan 
Breshna Sherkat (DABS) to assess its financial management systems; and audit its progress and 
monitor results. USAID negotiated a series of preconditions and financial controls pursuant to 
the launch of a $75 million program to install a mrbine at Kajaki dam. In addition to the tight 
financial controls implemented with DABS, USAID has been involved in every step of the 
procurement and implementation process to ensure that results are being delivered as planned. 
$1.6 million in payments have been made by DABS to the implementing contractors only after 
being verified financially and technically as appropriate for the delivery of the goods or services 
in question. This project also includes a phased approach, with increasingly more significant 
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parts of the project being undertaken only after a thorough review of the previous phase to ensure 
both financial and technical aspects of the project proceed properly. 

Conclusion 

Afghanistan has changed dramatically in the last twelve years, but we are under no illusions 
about the challenges we face. USAID always keeps in mind the enormous sacrifices made by 
Americans to build a secure and stable Afghanistan, and we fully understand the need for 
constant vigilance, particularly during this delicate transition period. Whether in a military 
capacity, as a government civilian, or as an implementing partner, 1 understand the risks and the 
sacrifices these individuals and their families have taken and sincerely thank them for their 
sendee. Every day our staff and our partners are under threat. Since 2001, 434 people working 
for USAID partner organizations in Afghanistan have been killed and another 768 wounded. 

Throughout our efforts, we are applying important lessons from the past twelve years in 
Afghanistan, as well as from other high-risk environments in which USAID has worked. 

Weaning Afghanistan from unsustainable levels of assistance is necessary for us, and essential 
for them, and we are making tough decisions and prioritizing investments that have the greatest 
potential for long term sustainability. As USAID navigates through the 2014 transition period, 
we are committed to expending every effort to safeguard taxpayer funds and ensure that the 
remarkable development progress in Afghanistan is maintained and made durable, in order to 
secure our overall national security objectives. It is an honor to be able to share with you today a 
small glimpse of what USAID is doing in that regard. I look forward to answering any questions 
that you may have. 
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Mr. Chaffetz. Thank you. 

Mr. Sopko? 

STATEMENT OF JOHN F. SOPKO 

Mr. Sopko. Chairman Chaffetz, Ranking Member Tierney, and 
other members of the subcommittee, it is a pleasure to be here 
today to discuss lessons learned from the work of SIGAR and the 
other oversight agencies as we enter this critical year for recon- 
struction of Afghanistan. 

At the end of this year, America’s longest war will come to an 
end. Most troops will leave by December. Perhaps only a few thou- 
sand will remain for training and quick response actions. 

The reconstruction mission, however, is far from over. Afghani- 
stan will require significant international assistance for years to 
come. With over $20 billion of the over $100 billion appropriated 
by Congress still in the pipeline and billions more promised over 
the next decade, we must learn from the growing body of oversight 
work and apply our very best practices to protect the taxpayer. 

As you know, I could not attend our last hearing because I was 
in Afghanistan, where there are high hopes for a successful elec- 
tion, bolstered by a stronger than expected showing of the Afghan 
military over the last several months. Yet this optimism is tem- 
pered with depressing evidence of persistent corruption, continued 
wasteful spending and increased violence. 

I was particularly troubled with the increased violence that 
placed significant restraints on my ability to travel, as well as the 
revelation that the European Union and many of our allies no 
longer trust the UNDP Law and Order Trust Fund’s internal con- 
trols which were designed to protect billions of dollars provided to 
the Afghan policemen’s salaries. 

Added to this, I learned of industrial parks developed by USAID 
without affordable and sustainable power, a poorly planned and ex- 
ecuted soybean project, an Afghan governor alleging that USAID’s 
Kandahar food zone contractor is wasting money, a proposed new 
bridging solution to the current bridging solution for electricity in 
Kandahar, based on yet another hydroelectric plant and solar 
power generation, and the Afghan financial sector’s recent down- 
grading that may eventually result in the international banking 
community blacklisting it in June. 

As in all my trips to Afghanistan, I spent as much time as I 
could away from the embassy and outside of Kabul. Despite the 
best efforts of General Dunford and Ambassador Cunningham, for 
security reasons I could not visit various sites, including a proposed 
USAID power plant in Sheberghan, a TFBSO pipeline project con- 
necting that plant to Mazar Sharif, and the actual customs facility 
at Torkham Gate, which is not only our troops’ main lifeline for 
supplies but also the most important customs post for Afghanistan. 
By this fall, I learned no American official will be able to inspect 
that important facility. 

Now, not only are the security bubbles collapsing, but they now 
look more like Swiss cheese, with numerous no-travel holes due to 
security threats from insurgents. The extent of insurgent control is 
so substantial they even tax the electricity coming from the Kajaki 
Dam, USAID’s signature power project in Afghanistan. 
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What I saw and heard further reinforced the lessons learned dis- 
cussed in my written statement and ironically, in a 1988 USAID 
lessons learned report. Namely, the need to consider sustainability, 
risk mitigation, oversight and sound planning before embarking 
upon a massive reconstruction project in a country as poor as Af- 
ghanistan. 

Let me say, I share the committee’s concerns expressed at your 
last hearing with USAID’s current plans to manage and oversee 
more money with fewer people in a far more dangerous environ- 
ment. Recent history warns us that too much money spent too 
quickly with too few safeguards is a recipe for reconstruction dis- 
aster. Now, as many of you know, in my prior life as a prosecutor, 
I gave many closing arguments to juries where I reminded them 
not to forget their prior experience and common sense before enter- 
ing the jury room for deliberation. That is probably why I remained 
skeptical when USAID claimed at the last hearing that no U.S. 
funds go to the Afghan ministries when it gives direct assistance. 
How can this be so? 

Call it what you like, direct assistance in Afghanistan is risky, 
especially after considering USAID’s own assessment of the min- 
istries, USAID’s waiver of its own internal policies and USAID’s 
decision to not mandate 92 percent of its critical protections before 
providing the funds. It should be noted that USAID admitted to 
SIGAR auditors that Afghanistan is the only country in the world 
where it waived its own strict internal policies before providing 
such direct assistance. 

Now, this is in stark contrast to actions taken by our allies in 
Afghanistan. In discussions I had recently in Kabul with represent- 
atives of other donor countries, I learned that they were withhold 
direct assistance or redirecting it to off-budget programs because of 
concerns with internal controls and the Afghan government’s com- 
mitment to the Tokyo Accords. 

Let me state very clearly, SIGAR does not oppose direct assist- 
ance. However, as we testified before this committee almost exactly 
a year ago, SIGAR believes that direct assistance must be condi- 
tioned on the Afghan government taking serious steps to reduce 
corruption and ensure vigorous oversight of these funds. It should 
be conditioned on the Afghan ministries not only meeting measur- 
able outcomes but also providing unfettered and timely access to 
their books and records as well as the project offices, sites and 
staff. 

More than lip service must be given to accountability, oversight 
and conditionality by the U.S. Government and its allies. A system 
of sticks and carrots in administering direct assistance can only be 
effective if it is credible in the eyes of the Afghan government. We 
and the other donors must speak publicly and we must speak with 
one voice to convince the new president of Afghanistan that we 
mean business. We cannot say we are going to impose conditions 
on only a small fraction of our assistance while we continue to pro- 
vide unfettered billions elsewhere. 

In summation, if the Afghan government fails to live up to its 
commitments, then we need to have the courage to say no. Any- 
thing less will fail to protect our costly investment and the hard- 
earned successes of this, our Country’s longest war. 
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Thank you very much, and I look forward to your questions. 
[Prepared statement of Mr. Sopko follows:] 
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Mr. Chairman, Ranking Member Tierney, and Members of the Subcommittee, 

i am pieased to be here today to discuss oversight of the U.S. Agency for international 
Development’s (USAID) reconstruction efforts in Afghanistan. Since 2002, USAID has 
obligated over $18 billion to help rebuild Afghanistan through a wide range of projects and 
programs in areas such as healthcare, education, and agriculture, among others. This effort 
has been unprecedented in its cost and scope. It has also provided a unique opportunity to 
examine the challenges of undertaking a large-scale reconstruction initiative in an 
environment like Afghanistan. 

Since the Office of the Special Inspector General for Afghanistan Reconstruction (SIGAR) 
was established in 2008, it has developed a large body of work focused on USAID’s efforts 
in Afghanistan. This work has involved every facet of SIGAR's organization and has been 
communicated through almost 50 audit and inspection reports, 22 quarterly reports to 
Congress, and other special publications. Taken individually, these reports provide specific 
examples of how various USAID projects were planned, implemented, and overseen. They 
also highlight concrete instances of waste, fraud, and abuse, where it has occurred. Taken 
as a whole, however, these reports reveal broader lessons about what has worked and what 
has not— lessons that can be used to inform future contingency operations and, to the extent 
possible, to strengthen and improve the U.S. government’s continued efforts in Afghanistan 
throughout the “Transformation Decade” and beyond. In my testimony today, I discuss four 
of those lessons. 
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Lesson 1: Reconstruction Programs Must Take into Account the Recipient Country’s Ability 
to Afford the Costs of Operating and Sustaining Them 

In 1988, USAID released a review of U.S. Assistance to Afghanistan between the years 1950 
and 1979.1 This report, conducted by a private firm with which USAID had contracted, 
identified a number of lessons learned, based on the U.S. government’s experience in 
Afghanistan. Chief among them was that U.S. assistance to Afghanistan had been "over- 
ambitious, both as to scale and timing” and that, “in many ways, the program was larger 
than could be effectively administered by either the US or Afghan governments." This 
conclusion, although retrospective in its orientation, was prescient. As the work of SIGAR 
and others has shown, the size of the U.S. government's current reconstruction effort in 
Afghanistan has placed both a financial and operational burden on the Afghan government 
that it simply cannot manage. 

As SIGAR has noted on several occasions, the U.S. government has committed more money 
to rebuild Afghanistan than it has any other single nation in its history— over $100 billion. 
While this figure is noteworthy when compared to other foreign aid investments that the U.S. 
has made in its history, it is staggering when considered in the context of Afghanistan’s 
economy. 

By most estimates, Afghanistan’s domestic annual revenue is only about $2 billion, while its 
overall budget is $7.5 billion. This means that, without donor contributions, the Afghan 
government will not be able to meet most of its operating expenditures. For example, NATO 
has estimated that the cost of sustaining an Afghan National Security Force (ANSF) of 
228,500 would be $4.1 billion annually. Therefore, if the Afghan government were to 
dedicate all of its domestic revenue toward sustaining the ANSF at its projected levels, it still 
could only pay for half of the associated costs. Moreover, all other costs— those required to 
operate and maintain infrastructure and programs in the non-military sectors— would have to 
come from international donors. 


1 “Retrospective Review of US Assistance to Afghanistan; 1950-1979," Submitted to USAID by Devres, Inc., 
October 31, 1988. 
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While security is a significant driver of costs and one that often receives the most attention, 
development in Afghanistan is also a major contributor to that country’s growing fiscal gap. 
Each new development project that the U.S. and other international donors fund increases 
overall operation and maintenance costs, adding pressure to Afghanistan’s operating 
budget. Indeed, Afghanistan’s fiscal sustainability ratio— domestic revenues versus operating 
expenses— remains one of the lowest in the world. Recent World Bank calculations show that 
Afghanistan’s fiscal sustainability ratio has declined, from 66.5 percent in fiscal year 2011 
to 60.1 percent in fiscal year 2012. And this ratio is projected to drop even lower in coming 
years .2 As a result, Afghanistan’s ability to pay for discretionary services will become 
increasingly limited, and its progression toward self reliance will be further delayed. 

USAID has acknowledged this reality. For example, a 2011 report on Afghanistan’s fiscal 
sustainability, prepared for USAID by Chemonics International, Inc., found that, even under 
conservative assumptions, the size of operation and maintenance expenditures associated 
with all external development spending is almost equal to Afghanistan's current operating 
budget.3 USAID officials have also told SIGAR they are concerned that the United States and 
the Afghan government could be left with "stranded assets” if project implementation and 
follow-up are not handled correctly. SIGAR has found, however, that USAID has not 
consistently translated this understanding into a realistic approach for designing and 
implementing projects. 

Umited Sustainability of Energy Sector Programs 

The problem of planning and implementing programs without considering the cost and 
feasibility of sustaining them is, perhaps, no more strikingly evident than in the U.S. 
government’s efforts to develop Afghanistan’s energy sector. As highlighted in the 
Afghanistan National Development Strategy and other key planning documents, the United 
States, other international donors, and the Afghan government agree that improving the 
energy sector is essential to Afghanistan’s economic progress and long-term viability. 


2 World Bank, Afghanistan Economic Update, October 2013. 

3 Afghanistan Fiscal Sustainability Model Summary Report, produced for USAID by Chemonics International, 
Inc., September 2011. 
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However, the energy sector remains largely undeveloped. According to the World Bank, 
Afghanistan has one of the lowest rates of electric-service connection in the world, with only 
28 percent of its population connected to the power grid. Of those who are connected, an 
estimated 77 percent live in urban areas.'' 

In January 2010, SIGAR issued an audit report on USAID's efforts to build the Kabul Power 
Plant, a 105 megawatt power plant on the outskirts of Kabul city." The decision to build the 
plant had been made jointly by the U.S. and Afghan governments and, in 2007, the Afghan 
government had committed to, among other things, paying for the fuel required to operate 
the plant and commercializing the operations of Afghanistan’s electricity revenues to cover 
fuel costs and operation and maintenance expenses of the plant within one year of its 
creation. 


In June 2008, the USAID Mission Director in Afghanistan certified to Congress that USAID 
had concluded the Afghan government was capable of meeting these commitments.® 
However, it soon became apparent that this conclusion was highly unrealistic. One key basis 
for USAID’s certification was the expectation that the Afghan government would be able to 
commercialize its utility sector. By 2010, though, the utility sector for the Kabul area was 
projected to suffer ah ahhual operating loss of $250 million. Similarly, although the Afghan 
government had committed to payihgfuel costs for the plaht, the Afghah Minister of the 
Economy requested in 2009 that USAID reserve $28 million in funds originally set aside for 
its contribution to the Afghanistan Reconstruction Trust Fund, in part to cover fuel costs at 
the Kabul Power Plant and other power plants in southern Afghanistan. 


One contributing factor behind the high costs associated with operating and maintaining the 
Kabul Power Plant was the Afghan and U.S. governments' joint decision to build a dual fuel 
plant— one capable of operating on diesel or heavy fuel. According to staff of the contractor 


'* World Bank, “Afghanistan Partnership: Country Program Snapshot,” 8/29/2013. 

® SIGAR Audit 10-6, Contract Delays Led to Cost Overruns for the Kabul Power Plant and Sustainability 
Remains a Key Challenge, January 2010. 

® This certification was submitted in compliance with Section 611(e) of the Foreign Assistance Act of 1961, 
which provides that whenever certain types of funds are proposed to be used for a capita! assistance project 
exceeding $1 million, the USAID Mission Director must certi^ that the country has the capability to effectively 
maintain and utilize the project. 
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hired by USAID to build the plant, a senior Afghan government official had advocated for a 
dual fuel plant since heavy fuel oil is considerably cheaper than diesel fuel and would 
increase the chances that the Afghan government could operate the plant with its own 
resources. The USAID contractor’s staff noted, however, that the full costs of using heavy 
fuel oil include additional infrastructure investments, handling costs, and operation and 
maintenance expenses associated with greater wear and tear placed on the generators. 
Moreover, heavy fuel oil is not available in Afghanistan and would require the creation of a 
heavy fuel import and distribution network solely for the Kabul Power Plant. The contractor 
estimated that up to $4 million could be saved if the plant were converted to a diesel-only 
plant, but USAID officials declined to pursue this option due to political sensitivities 
surrounding the issue and prior commitments they had made to the Afghan government. 

Last year, SIGAR reexamined USAID’s efforts to strengthen the electricity sector in Kabul. In 
an audit report focused on USAID assistance to support commercialization of the Kabul 
regional department of Da Afghanistan Breshna Sherkat (DABS), Afghanistan’s national 
power utility, SIGAR found that USAID’s assistance had helped DABS-Kabul reduce its losses 
and increase revenues, a positive development.^ However, SIGAR also found that DABS- 
Kabul— the same power utility that USAID had expected in 2008 to produce enough revenue 
to cover operation and maintenance costs of the Kabul Power Plant— was not self-sufficient 
and, without an Afghan government subsidy, scheduled to expire in March 2014, would 
operate at a loss unless it significantly improved its revenue generation capability. 

Troublingly, DABS-Kabul is well ahead of other DABS regional departments, including that in 
Kandahar, which the U.S. government expects to cover the costs of a number of critical 
energy sector projects funded by the U.S. and other international donors in that region. In 
July 2012, SIGAR issued a report on the Afghanistan Infrastructure Fund, which provides 
funding for large-scale infrastructure projects Jointly managed and implemented by USAID 
and the U.S. Forces-Afghanistan (USFOR-A).® Many of these projects are in the energy sector 


r SIGAR Audit 13-7, Afghanistan's National Power Utility; Commercialization Efforts Challenged by Expiring 
Subsidy and Poor USFOR-A and USAID Project Management, April 2013. 

® SIGAR Audit 12-12, Fiscal Year 2011 Afghanistan Infrastnjcture Fund Projects Are behind Schedule and Lack 
Adequate Sustainment Plans, July 2012. 
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and include such significant initiatives as the Kandahar Bridging Solution, which provides 
fuel, operation, and maintenance for all Department of Defense and USAID-procured 
generators in Kandahar, and improvements to the Northeast and Southeast Power Systems, 
two high voltage transmission networks. SIGAR found that, although USAID and USFOR-A 
prepared sustainment plans for these projects, as required, the plans did not include any 
analysis of the costs of sustaining them. Moreover, the likelihood that the Afghan entities 
charged with financing these projects can afford them is questionable. For instance, DABS- 
Kandahar, which is responsible for sustainment of the Southeast Power System and, 
ultimately, the operation of U.S. government-procured generators in Kandahar, has limited 
capability to bill customers, collect revenues, and maintain its infrastructure. As SIGAR noted 
in this July 2012 report, estimates at the time called for the U.S. government to support the 
Kandahar Bridging Solution through calendar year 2012, when either DABS would take over 
fuel procurement or other power sources would come online. Not surprisingly, those 
estimates were overly optimistic, and U.S. funding for the Kandahar Bridging Solution has 
continued. 

During my most recent trip to Afghanistan, a senior U.S. military official told me the fuel 
provided through the Kandahar Bridging Solution will start declining this year and end by 
December. Afghan officials also told me that if the U.S. military stops providing the fuel, 

DABS will probably not have the financial resources necessary to purchase the fuel needed 
to maintain the power provided by the generators funded through the Afghanistan 
Infrastructure Fund. In other words, unless the U.S. government or another international 
donor provides more fuel to DABS, thousands of homes and businesses in Kandahar will no 
longer have access to power beginning in early 2015, even assuming the most optimistic 
estimates for the time needed to complete the Kajaki Dam and other key electrical grid 
projects designed to connect Kandahar to the country’s larger electrical grid. 

USAID and DABS officials in Kandahar are well aware of this potential problem. To help 
offset the gap in power generation, they have developed a “bridging solution to the bridging 
solution." Under their draft proposal, DABS will obtain power through a new solar power 
plant in eastern Kandahar and a hydro-electric turbine at Dahia Dam. Although I commend 
USAID and DABS for trying to develop a solution to this serious challenge, I have concerns 
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about the ability of USAID and the Afghan government to jointly develop, undertake, and 
complete two new large-scale infrastructure projects before the end of this year. 

Limited Sustainability of Health Sector Programs 

Over-ambitious expectations of the Afghan government’s ability to afford development 
projects have not been limited to the energy sector. In April of last year, SIGAR reported that 
USAID built two hospitals for the Afghan Ministry of Public Health (MOPH) that the ministry 
would likely not be able to afford. ^ Specifically, SIGAR found that the estimated annual 
operation and maintenance costs of the two new hospitals could be over five times more 
than the annual operating costs for the hospitals they were replacing. For example, while the 
old Gardez provincial hospital had operating costs of approximately $611,000, including 
costs for operation and maintenance, salaries, and supplies, the International Organization 
for Migration, which received a USAID cooperative agreement to build the hospital, 
estimated that operation and maintenance costs alone for the new Gardez hospital would 
exceed $1.1 million annually. A USAID-contracted engineering firm, which conducted a study 
of projected operating costs for the new facilities, estimated that annual operation and 
maintenance costs for Gardez hospital would be even higher— as much as $2,1 million. And 
USAID estimated higher fuel costs for the new hospital, ranging from $1.6 million to $3.2 
million annually. Similarly, the old hospital in Khair Khot district had total operating costs of 
about $98,000, including costs for operation and maintenance, salaries, and benefits, but 
USAID estimated annual operating costs for the new facility of more than $587,000. 

Despite these projections, neither USAID nor the Afghan government allocated funds to 
cover these additional costs. And, although the USAID Mission Director in Kabul had certified 
in 2007 that the Afghan government would be capable of effectively maintaining and using 
the hospitals, USAID could not provide SIGAR any documentation to indicate that its review 
and approval of the design plans for the two hospitals took into account the higher operating 
costs estimated for the new facilities or the Afghan government’s financial capability to 
maintain them once completed. The problems with these two hospitals are indicative of 


3 SIGAR Audit 13-9, Health Services in Afghanistan: Two New USAID Funded Hospitals May Not Be Sustainable 
and Existing Hospitals Are Facing Shortages in Some Key Medical Positions, April 2013. 
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larger problems with USAID’s efforts to build a sustainable health sector. In a September 
2011 report on USAID’s health services program,^ the USAID Office of Inspector General 
(OIG) reported that sustainability has emerged as a risk to USAID investments in 
Afghanistan's health sector and that about 94 percent of the Afghan Government's 
expenditures on health care programs are donor supported. 

Other Examples of Sustainability Concerns in Reconstruction Programs 

USAID OIG has identified other instances in which USAID has implemented projects or built 
infrastructure without articulating a clear plan for ensuring that the Afghan government can 
sustain them. In a June 2007 report on Afghanistan's urban water and sanitation program, 
for instance, USAID OIG reported that USAID/Afghanistan's overall objective underlying this 
program was to develop sustainable supplies of suitable quality water for certain areas of 
Afghanistan. However, during project implementation USAID/ Afghanistan did not take 
appropriate measures to ensure financial and operational sustainability of the constructed 
water systems beyond the project completion date. As a result, USAID OIG concluded that 
the constructed water distribution systems could have significant short and long-term 
financial and operational problems, ultimately impacting the supply of water to the intended 
populations of Afghanistan. 1= 

In a December 2008 report on Afghanistan’s higher education project, uSAID OIG reported 
that, although sustainability was a core element of USAID program design, professional 
development centers constructed under the program would not be self-sustaining because 
the program design did not include an exit strategy that identified ways to keep the centers 
operating after the project ended. 


USAID OIG, Audit of USAID/Afghanistan's On-Budget Funding Assistance to the MOPH in Support of the 
Partnership Contracts for Health Services Program, Audit Report No. F-306-11-004. 

rt USAID OIG, Audit of USAID/Afghanistan's Urban Water and Sanitation Program, Audit Report No. 5-306-07- 
006-P. June 2007. 

Next month, SIGAR will release an audit report broadly assessing USAID's efforts to help Afghanistan 
develop a sustainable water sector. 

USAID OIG Audit of USAID/Afghanistan's Higher Education Project, Audit Report No. 5-306-09-002-P, 
December 2008. 
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Failure to consistently and adequately plan for the Afghans to sustain reconstruction 
projects has not been USAID’s alone. In January 2011, SIGAR released an audit report on 
the Department of Defense’s Commander’s Emergency Response Program (CERP) in 
Laghman Province.^'' SIGAR found that nine asphalt roads, which accounted for the vast 
majority of CERP funds spent in that province, were at risk for waste because they were 
approved without adequate assurance that the Afghan government had the resources to 
maintain them. According to officials on Laghman Province's Provincial Reconstruction 
Team, the Afghan Directors of Public Works and Rural Rehabilitation and Development did 
not have the resources to maintain roads, particularly asphalt roads, which require more 
resources and equipment to maintain than dirt roads. 

Whether it be the energy sector or the health sector or any other, the pitfalls of placing 
unreasonable expectations on the Afghan government regarding its ability to afford the costs 
of operating and maintaining development projects are clear. Among them are cost 
overruns, delays, and waste of reconstruction funds, to name a few. Perhaps most 
significant, though, is the possibility that the Afghan public and the Afghan government will 
lose confidence that their key partner in the reconstruction effort, the U.S. government, has 
their best interest at heart. 

Lesson Two: Reconstruction of a Conflict-Ridden State Is Inherently Risky and That Risk 
Must Be Properly Mitigated 

As one of the world’s most impoverished, insecure, and corrupt countries, Afghanistan 
presents remarkable challenges to those committed to helping it address its very serious 
problems. USAID and other donors must not only worry about the safety of all those who 
work in Afghanistan on their behalf; they must also take every possible step to safeguard the 
funds their governments have entrusted them with spending in Afghanistan from waste, 
fraud, and abuse. 


“ SIGAR Audit 11-07, Commander’s Emergency Response Program in Laghman Province Provided Some 
Benefits, but Oversight Weaknesses and Sustainment Concerns Led to Questionable Outcomes and Potential 
Waste, January 2011. 
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Corruption poses the most severe threat to the integrity of U.S. government reconstruction 
aid to Afghanistan. And, as the U.S. military noted in a recent study it published, “corruption 
directly threatens the viability and legitimacy of the Afghan state.”i5 Afghans themselves 
agree. In a number of internationally recognized surveys, Afghans identify corruption as one 
of the most serious challenges facing their country. In a 2013 survey conducted by the 
International Security Assistance Force, for instance, 80 percent of Afghans described 
corruption as a major problem, and 65 percent said it was worse than a year before, 
integrity Watch Afghanistan, a nongovernmental organization committed to improving 
governance, has reported that about one in every seven Afghans, or 15 percent, paid at 
least one bribe in 2012.“ 

One of SIGAR’s earliest reports related to safeguarding reconstruction funds was an audit of 
USAID’s efforts to safeguard funds provided for salary support to Afghan government 
employees and technical advisors.” SIGAR found that, although USAID had provided salary 
support to Afghanistan since at least 2005, it did not begin collecting information on that 
support until 2008. Moreover, it was only through the process of compiling an inventory of 
salary support it had funded that it discovered it had been violating its own policy. 
Specifically, USAID had supplemented the salaries of Afghan ministers and senior 
presidential advisors, even though its policy prohibited supplementing policy-making 
officials’ salaries under any circumstances.'® SIGAR also found that, although USAID had 
conducted an assessment of the Afghan government’s financial management capabilities, it 
had not conducted similar assessments of the human resources and payroll systems used 
to implement U.S. salary support to determine if necessary internal controls were in place to 
protect salary payments from mismanagement, waste, or misuse. SIGAR’s own analysis of 
these systems found they had a number of significant weaknesses, such as incomplete 

Joint Coalition Operational Analysis (JCOA), a division of Joint Staff J-7, Operationalizing Counter/Anti- 
corruption Study, 2/28/2014. 

Integrity Watch, "National Corruption Surveys," www.iwaweh.org . 

'r SIGAR Audit 11-05, Actions Needed to Mitigate Inconsistencies in and Lack of Safeguard over U.S. Salary 
Support to Afghan Government Employees and Technical Advisors, October 2010. 

'8 See USAID Automated Directives System 201.3.11.10, “Policy Guidance on Criteria for Payment of Salary 
Supplements for Host Government Employees" [Cable 88 State 119780, April 1988). After discovering these 
violations, successive USAID Administrators twice waived the policy to allow for continued salary support to the 
Office of the President. 
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implementation of an electronic payroll system and an inability to detect multiple 
supplements paid to single recipients. 

In SIGAR’s opinion, failing to adequately assess the internal controls within Afghan ministries 
responsible for handling U.S. salary support payments assumed an unacceptable level of 
risk. And this problem was not isolated to the issue of salary support. In July 2008, USAID 
and the MOPH signed an implementation letter establishing the Partnership Contracts for 
Health (PCH) program— a five-year program to provide funding to the ministry for the delivery 
of health services throughout Afghanistan. USAID had conducted two assessments of the 
ministry prior to establishment of the PCH program. The first concluded that the ministry’s 
operations were adequate for the purposes of accounting for and managing USAID funds 
provided directly to the ministry. The second found that the ministry had adequate 
experience and procurement capabilities to handle procurements funded under USAID host- 
country procurement procedures. However, in November 2010, USAID DIG reported that 
these pre-award assessments— which USAID used to certify the ministry's ability to manage 
the $236 million PCH program— were inadequate and did not provide reasonable assurance 
of detecting significant vulnerabilities.i^ Indeed, SIGAR's own review of these assessments 
found that they consisted primarily of observations, walk throughs, and documentation 
reviews and that USAID conducted little testing of internal controls. 

When SIGAR examined USAID's management of this program in 2013, it found that, despite 
USAID OIG's 2010 findings, USAID had not reassessed operations within the ministry to 
determine whether funds provided under the PCH program were at risk. Moreover, although 
a later, more thorough assessment of the ministry was conducted through a USAID contract 
with Ernst & Young, and that assessment found significant internal control weaknesses at 
the ministry, USAID officials told SIGAR they had no obligation to address the deficiencies 


r® USAID DIG, Review of USAID/ Afghanistan’s Ministerial Assessment Process: F-306-11-001-S, November 6, 
2010. 

SIGAR Audit 13-17, Health Services in Afghanistan; USAID Continues Providing Millions of Dollars to the 
Ministry of Public Health despite the Risk of Misuse of Funds, September 2013. 
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identified or to verify any corrective actions that the ministry may have implemented for the 
ongoing PCH program . 21 


USAID cited two main arguments for this position. First, the PCH program was executed 
through what USAID calls a host-country contract. And, according to certain USAID officials, 
that type of contracting did not constitute “direct government-to-government assistance,” 
thereby negating any need to address the findings of the Ernst & Young assessment, which 
was conducted solely as part of a different program that fell explicitly under the rubric of 
direct bilateral assistance. Second, USAID stated that the weaknesses identified through the 
Ernst & Young assessment did not matter because USAID had established a separate unit, 
the Grants Contracts and Management Unit (GCMU), through which all PCH funds would 
flow— separate from the rest of the ministry and better able to protect USAID’s funds. In its 
comments on SIGAR’s draft audit report, USAID stated plainly, "It is in part because of the 
GCMU that the [ministry] and USAID have had such a strong success with the PCH program 
over the past several years and confidence in the management of the funds for the PCH 
program.” 


These arguments were troubling for a number of reasons but, particularly, because SIGAR’s 
own investigative work has found that the GCMU has done little to protect USAID’s funds 
from waste and mismanagement. While details of SIGAR's ongoing criminal investigation 
cannot be shared at this point, it is safe to say that, based on information SIGAR's auditors 
and investigators have collected and corroborated, the GCMU constitutes, in many ways, a 
single point of failure when it comes to the protection of USAID funds for the PCH program. 

To provide direct assistance funds to MOPH for the PCH program, USAID depends heavily on 
cooperation and information from MOPH’s GCMU. As shown in figure 1, MOPH-GCMU 
submits an advance payment request to USAID every 45 days to cover the estimated cost of 
the PCH program. This estimate is based on requests and supporting information provided 
to MOPH-GCMU by the nongovernmental organizations providing goods and services under 
the program. USAID reviews MOPH-GCMU’s payment request, approves disbursement, and 
initiates payment through the U.S. Disbursement Office. The U.S. Disbursement Office then 

21 See SIGAR Audit 13-17, p.4, for a more complete discussion of this matter. 
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sends funds to an account at Afghanistan's central bank, Da Afghanistan Bank, jointly held 
by the Ministry of Finance and MOPH for the PCH program. Using information provided by 
MOPH-GCMU, the Ministry of Finance disburses funds to individual nongovernmental 
organizations to cover their anticipated expenses for goods and services. 


Figure 1 - MOPH-PCH Payment Process 
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Source: SiGAR analysis of interviews and documentation. 


This system presents a number of vulnerabilities. 


• First, although the nongovernmental organizations implementing PCH submit 
invoices and other supporting documentation to MOPH-GCMU, MOPH-GCMU does 
not, as Ernst &Young found in its assessment of MOPH, have strong monitoring 
capabilities. Notably, Ernst & Young found that internal audit was a critical area 
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within MOPH that needed improvement. Moreover, there is a risk that 
nongovernmental organizations and individuals within MOPH-GCMU could collude to 
inflate the estimated costs of the program. 

• Second, MOPH-GCMU does not have to provide any supporting documentation to 
USAID. Therefore, there is nothing to prevent MOPH-GCMU from submitting payment 
requests to USAID for more than is actually needed for the program. 

• Third, the Ministry of Finance releases funds to the nongovernmental organizations 
based on information provided to it by MOPH-GCMU. Again, there is no control 
preventing MOPH-GCMU from falsifying the information it provides to the Ministry of 
Finance regarding the amount of funding that each nongovernmental organization 
should receive. 

USAID has, however, made substantial progress since the days of its salary support program 
and, even, since the PCH program. Most notably, USAID has strengthened its efforts to 
assess the capacity of a number of Afghan ministries to manage U.S. direct assistance 
funds. As SIGAR reported earlier this year, USAID contracted with both Ernst & Young and 
KPMG to conduct thorough public financial management assessments of 16 Afghan 
ministries,22 These assessments were a significant improvement over the earlier, more 
limited assessments that USAID had conducted and that USAID DIG had criticized in its 
2010 report. For example, SIGAR found that the contracted firms not only identified the 
internal controls in place at each of the ministries, but tested these ihternal controls, as 
well. Moreover, USAID conducted an additional internal risk review of seven Afghan 
ministries in an effort to better understand the risks associated with using their systems to 
manage USAID’s direct assistance funds. 

Unfortunately, USAID’s progress in assessing the risks associated with awarding funds 
directly to the Afghan ministries has not been matched by an equally robust strategy to 
ensure the Afghan government mitigates those risks. As noted in SIGAR’s recent report on 
the ministerial assessments, Ernst & Young and KPMG concluded that all of the 16 
ministries assessed were unable to manage and account for funds unless they implemented 

22 SIGAR 14-32-AR, Direct Assistance: USAID Has Taken Positive Action to Assess Afghan Ministries' Ability to 
Manage Donor Funds, but Concerns Remain, January 2014. 
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specific recommendations outlined in the assessments. Similarly, USAID found, in each of 
its seven internal risk reviews, that the ministry was unable to manage direct assistance 
funds without a risk mitigation strategy and that the mission would not award direct 
assistance to the ministry “under normal circumstances.” Issues uncovered through the risk 
reviews include such serious problems as internal control environments inadequate to 
safeguard assets against theft and unauthorized use; failure to fully comply with Afghan 
procurement laws and regulations; and limited capacity to encourage and enforce code of 
government ethics. 

Some of USAID/Afghanistan’s risk reviews also discussed each ministry’s ability and 
willingness to combat corruption. Specifically, USAID/ Afghanistan found that DABS and the 
Ministries of Agriculture, Irrigation, and Livestock; Communication and information 
Technology; Education; Mines and Petroleum; and Public Health had control environments 
that were “not adequate to mitigate risk of corruption." Of those ministries, 

USAID/ Afghanistan only identified DABS as demonstrating, “to a certain degree, the will to 
address concerns that could lead to corrupt acts.” Although USAID formulated 333 
mitigating measures in total to address the serious risks identified within the seven 
ministries, it only required the ministries to implement 24 of them before they received 
direct assistance funds. 

In response to SIGAR’s report on the ministerial assessments, USAID noted that it has taken 
a number of additional safeguards to protect direct assistance funds from waste, fraud, and 
abuse. For example, unlike its arrangement with MOPH for the PCH program, it now provides 
funds to ministries on a reimbursement basis for specific projects using separate, non- 
interest bearing bank accounts to which it has viewing access to provide the funds— a 
practice that USAID sometimes refers to as “projectizing” the money. These steps are 
important and, in many ways, represent a best practice. Indeed, as SIGAR will report next 
quarter, USAID has done a better job of protecting direct assistance funds than other U.S. 
agencies, particularly the Department of Defense.^s 


SIGAR is currently conducting an audit of the processes USAID and the Departments of State and Defense 
use to provide direct assistance funds to Afghanistan and the extent to which these agencies Implement 
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However, it is important to note that these safeguards are primarily external measures and, 
as such, do not directly address the underlying problems within the ministries identified 
through the risk reviews. In other words, they do little to build ministries’ organic capabilities 
to manage donor funds— one of the primary purposes of providing direct assistance to the 
Afghan government. To illustrate, the risk mitigation measures included in USAID’s risk 
review of the Ministry of Agriculture, Irrigation, and Livestock identified several concrete 
actions that the ministry could take to address its internal problems. These actions included, 
among others, “define and restrict systems access to staff according to their roles and 
functions," “develop a policy for accounting for revenue,’’ and "verify that adequate 
reference checks have been made on every prospective employee and properly 
documented." None of USAID's external measures— whether it be creation of separate bank 
accounts or distribution of funds on a reimbursement basis— would require the ministry to 
implement these basic and important steps. 

Moreover, the effectiveness of USAID’s external risk mitigation measures may be limited by 
ongoing problems within the ministries. For example, although USAID has developed a 
written monitoring and evaluation plan specific to its direct assistance program with the 
MOPH— as it has with a number of other ministries— USAID’s risk review of that ministry 
found there was a serious risk of the ministry “concealing vital monitoring and evaluation 
information." In SIGAR’s opinion, failing to address the underlying problems within the 
ministries constitutes, once again, an unacceptable assumption of risk. 

Lesson Three; Oversight Is a Critical Element of Reconstruction 

Another lesson learned is that an essential element of mitigating risk is the implementation 
of robust oversight. Last month, SIGAR hosted a symposium on managing and overseeing 
programs in contingency environments. This event, attended by a host of nongovernmental, 
think tank, and government officials, including USAID officials, highlighted the specific 
challenges of remote monitoring— assessing how projects are proceeding in areas that U.S. 


certain safeguards to protect those funds from waste, fraud, and abuse. A report on triat audit is expected next 
quarter. 
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government officials typically cannot visit. SiGAR’s work has shown that USAID’s adoption of 
oversight techniques has been impressive in some cases and less so in others. 

For example, in April 2012, SIGAR reported on one of USAID's flagship stabilization 
programs, the Local Governance and Community Development Program, designed to 
contribute to the creation of a stable environment for medium- and long-term political, 
economic, and social development. =4 SIGAR found that because USAID personnel were 
limited in their ability to visit sites where the program was being implemented, even as early 
as 2003, USAID had authorized the use of alternative methods to keep mission personnel 
safe while satisfying the need to visit project sites and meet with project beneficiaries to 
assess project implementation. These methods included the collection of photographic 
evidence; the use of local and/or third-party monitoring; engagement with other U.S. 
government agencies, such as regional security officers or the U.S. military; the use of other 
technology for consultation or oversight; and cooperation with other donors. 

SIGAR found that USAID's contracting personnel did a good job of employing these 
alternative oversight methods. However, SIGAR also found that USAID contracting personnel 
were hampered in their oversight because neither the contractors' task orders for the 
program nor the overall contract under which the task orders were issued required the 
contractor to submit documentation in support of invoices. 

Moreover, SIGAR found that USAID delayed arranging a financial audit of the Local 
Governance and Community Development Program. This type of audit is intended to be a 
key control to help ensure that prices paid by the government for needed goods and 
services are fair and reasonable and that contractors are charging the government in 
accordance with applicable laws, the Federal Acquisition Regulation, Cost Accounting 
Standards, and contract terms. Indeed, in a larger audit of USAID's compliance with 
requirements for financial audits, SIGAR found a significant backlog of incurred cost audits 


2‘> SIGAR Audit 12-08, USAID Spent Almost $400 Million on an Afghan Stabilization Project despite Uncertain 
Results, but Has Taken Steps to Better Assess Similar Efforts, April 2012. 
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of USAID projects.25 Specifically, SIGAR identified nearly $1.1 billion disbursed by USAID 
since 2003 for reconstruction projects in Afghanistan that had not been audited. SIGAR also 
found that, although as much as half of the funds that USAID provided for contracts, grants, 
and cooperative agreements may flow down to sub-recipients, USAID lacked transparency 
with regard to whether financial audits of sub-awards were being conducted, as required. 

USAID OIG has also had mixed reviews of USAID’s oversight of its programs in Afghanistan 
and elsewhere. For example, in September 2012, USAID OIG released a report on USAID’s 
monitoring and evaluation system in Afghanistan.^e This review found that USAID’s 
Afghanistan mission had implemented several elements of an effective monitoring and 
evaluation system. At the same time, however, USAID OIG reported that the mission did not 
have a current mission order addressing monitoring either generally or for on-site 
monitoring, in particular. Further, no mission order detailed the roles and responsibilities of 
mission staff members in monitoring on-budget assistance. 

Lessons can also be learned from USAID’s experience in a similar environment— Pakistan. 
There, USAID OIG found that USAID had not taken full advantage of a five-year, $71 million 
program on independent monitoring and evaluation. Although the mission implemented 
some recommendations from five of eight monitoring and evaluation reports produced as 
part of the program, USAID OIG also found that the majority of the mission's project activities 
had not made use of information learned through the program, in addition, neither the 
contractor implementing the program nor USAID had established a monitoring and 
evaluation plan to ensure that ongoing development programs were aligned with relevant 
project objectives of the mission. 

In one of the broadest looks at USAID’s oversight of its Afghanistan programs, the 
Government Accountability Office (GAO) reported that there were systematic weaknesses in 

SIGAR Audit 12-09, USAID Has Disbursed $9.5 Billion for Reconstruction and Funded Some Financial Audits 
as Required, but Many Audits Face Significant Delays, Accountability Limitations, and Lack of Resources, April 
2012 (reissued on May 2, 2012). 

25 USAID OIG, Review of USAID/ Afghanistan’s Monitoring and Evaluation System (Report No. F-306-12-00 2-S) 
September 26, 2012. 

22 USAID OIG, Audit of USAID/Pakistan’s Independent Monitoring and Evaluation Program [Revised] (G-391-13- 
003-P) October 28, 2013. 
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USAID’s oversight and monitoring of project and program performance.^s For example, 
USAID did not consistency follow its established performance management and evaluation 
procedures for Afghanistan agriculture and water sector projects. Moreover, GAO found that 
the USAID mission in Kabul was operating without a required performance plan. 

In sum, while USAID has exercised due diligence in some cases to ensure proper oversight, 
it has not done so in others. SIGAR is, however, sensitive to the fact that oversight in an 
environment like Afghanistan is uniquely challenging. Without a doubt, one of the greatest 
impediments to strong oversight is the problem of limited mobility due to insurgent violence. 
As SIGAR has reported, it is likely that no more than 21 percent of Afghanistan will be 
accessible to U.S. civilian oversight personnel by the end of the transition— a 47 percent 
decrease since 2009.23 Recent examinations of Department of Defense projects 
constructed in these inaccessible areas illuminate how significant this challenge is. 

Last month, for example, SIGAR issued an inspection report on an Afghan National Army 
base in Jawzjan province— Camp Monitor, built under contract with USFOR-A.^o When SIGAR 
inspectors visited the site, they found that the facility had, for the most part, been 
constructed in accordance with contract requirements, with one notable exception. The 
contractor had run out of funds and, therefore, stopped work before building a dining facility 
at the site. As a result, the camp was unusable. In March 2013, USFOR-A told SIGAR 
inspectors that action was underway to find a new contractor to build the dining facility, but 
its efforts were hampered because the camp was in a location that would soon be 
inaccessible to U.S. government contracting personnel. As a result, in November 2013, the 
Combined Security Transition Command-Afghanistan (CSTC-A), the USFOR-A organization 
responsible for managing construction of ANSF facilities, gave $1.2 million directly to the 
Afghan Ministry of Defense to complete construction of Camp Monitor. At this point, CSTC- 
A's oversight of the project essentially ceased. Although CSTC-A documents indicated that 
the NATO Training Mission-Afghanistan (NTM-A) would track the expenditure of this direct 

28 GAO, Afghanistan: USAID Oversight of Assistance Funds and Programs {GA0-12-802T) June 6, 2012. 

23 SIGAR 14-4-SP, Oversight Access Inquiry Letter to Department of Defense, Department of State and U.S. 
Agency for International Development, October 2013. 

33 SIGAR 14-41-IP, Camp Monitor: Most Construction Appears to Have Met Contract Requirements, but It Is 
Unclear if Facility Is Being Used as Intended, March 2014. 
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assistance and the project's progress, CSTC-A/NTM-A officials were unable to tell SIGAR the 
status of the dining facility, when and if Afghan National Army personnel began occupying 
the camp, or the number of personnel currently occupying it. A draft of SIGAR's inspection 
report contained a recommendation to the Commander, USFOR-A, to direct the Commanding 
General, CSTC-A, to determine and report on the status of U.S. funds provided to the Afghan 
government for construction of the dining facility at Camp Monitor and that such reporting 
should continue until the facility is completed. In response, CSTC-A stated that once funds 
are “donated" to the Afghan government, it may use those funds without further 
coordination with the U.S. Department of Defense. ai 

SIGAR strongly disagrees with the notion that once funds have been committed as direct 
assistance to the Afghan government, the U.S. government's stewardship over those funds 
ends. While USAID has not done all it could to address significant weaknesses within the 
ministries slated to receive direct USAID assistance, to its credit, it has also not espoused 
this view that the Afghan government can use U.S. government funds freely and without 
oversight. As SIGAR continues its examination of U.S. direct assistance to Afghanistan, it will 
look to ensure that this perspective is shared more widely within the U.S. government. 

Lesson Four: A Reconstruction Effort Must Have Clearly Articulated Goals and a Sound Way 
to Measure Progress toward Those Goals 

Taking a strategic approach to program implementation promotes transparency and helps 
ensure that a program is based on a sound plan that can achieve results and reduce 
potential risks to U.S. investments. Yet, while it is widely acknowledged that strategic 
planning is a must, SIGAR has repeatedly found that it has often been ignored throughout 
the Afghanistan reconstruction effort. For example, SIGAR has noted that the U.S. 
government has never articulated a clear anti-corruption strategy in Afghanistan. In August 
2010, for example, SIGAR reported that, even though U.S. agencies had been heavily 
involved in Afghan reconstruction since 2002, the U.S. government did not begin developing 


Although CSTC-A did not concur with SIGAR’s recommendation, USFOR-A committed, in its response to 
SIGAR's draft inspection report, to track the status of construction at Camp Monitor and provide updates to 
SIGAR. As a result, SIGAR deleted the recommendation from its final inspection report. 
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an anti-corruption strategy for Afghanistan until 2009.^2 And, although a draft strategy was 
substantially completed by the end of 2009, it had still not been approved by the State 
Department by July 2010. As a result, as SIGAR reported, more than $50 billion in U.S. 
assistance had been provided for reconstruction in Afghanistan without the benefit of a 
comprehensive anti-corruption strategy. 

SIGAR recommended in that 2010 report that the U.S. government approve and implement 
the draft comprehensive anti-corruption strategy. However, last year, when SIGAR’s Office of 
Special Projects followed up on the status of this recommendation, it found that the U.S. 
anti-corruption activities in Afghanistan were still not guided by a comprehensive U.S. 
strategy or related guidance that defines clear goals and objectives for U.S efforts to 
strengthen the Afghan government's capability to combat corruption and increase 
accountability.33The Department of State had never finalized the draft 2010 U.S. anti- 
corruption strategy for Afghanistan and, according to agency officials, the draft strategy and 
its related implementation plan were no longer in effect. 

SIGAR has also found that, even when nominal strategic plans exist, U.S. government 
implementing agencies, including USAID, do not consistently articulate the goals they hope 
to achieve with each reconstruction program or project and the metrics they intend to use to 
assess whether those goals have been achieved. 

For example, in July 2010, SIGAR reported that, while the United States had a stated policy 
to support women's rights and gender integration, it did not clarify how U.S.-funded activities 
supported these goals.^'* Nor did the policy provide linkages between U.S.-funded activities 
and Afghan goals and benchmarks detailed in its National Action Plan for Women of 
Afghanistan, the Afghan government’s primary vehicle for promoting women’s rights and 
participation in building Afghanistan. 


32 SIGAR Audit 10-15, U.S. Reconstruction Efforts in Afghanistan Would Benefit from a Finalized 
Comprehensive U.S. Anti-Corruption Strategy, August 2010. 

33 SiGAR SP-13-9, U.S. Anti-Corruption Efforts: A Strategic Plan and Mechanisms to Track Progress Are Needed 
in Fighting Corruption in Afghanistan, October 2013. 

3‘* SIGAR Audit 10-13, Greater Coordination Needed in Meeting Congressional Directives to Address and Report 
on the Needs of Afghan Women and Girls, July 2010. 
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Similarly, in March 2011, SIGAR reported that although the National Solidarity Program, 
designed to build local governance by setting up community development councils and 
training them to manage small-scale projects funded by block grants, had met or exceeded 
most of its quantitative goals, it had not effectively measured progress toward its qualitative 
objective of improving local governance in Afghanistan . 35 Metrics tracked, for instance, 
outputs such as the number of communities mobilized and the number of projects funded. 
But, it was not until more than seven years into the program that more qualitative and 
meaningful metrics tied to the program’s core purpose were established, such as the 
percentage of communities that recognize community development councils as legitimate 
bodies: the percentage of women representatives on community development councils 
involved in decision making; and the number of community development councils that 
attempt to form linkages with government and non-government actors. 

Finally, in October 2011, SIGAR reported that the U.S. Embassy in Kabul was not able to 
determine how much progress had been made to date in building the capacity of the 
Ministry of Agriculture, Irrigation, and Livestock because it did not have sufficient or 
complete data for doing so.^s Although some meaningful, outcome-oriented measures had 
been defined, no effort had been made to collect the data needed to assess progress 
against them. Moreover, SIGAR found that USAID’s evaluation efforts had not been 
coordinated with other U.S. government agencies involved in strengthening the ministry, 
most notably the U.S. Department of Agriculture. For example, while USAID’s program on 
agricultural research and extension was the only program designated to provide 
performance data on improving Afghan government agricultural and extension services, the 
U.S. Department of Agriculture also had a program focused on the same goal. Failure to 
consider all agencies’ efforts in this area ran counter to USAID’s guidance on performance 
management, which recognizes that, while individual projects and activities produce specific 
outcomes, it takes the combined effect of several projects to produce a sustainable impact. 


33 SIGAR Audit 11-08, Afghanistan’s National Solidarity Program Has Reached Thousands of Afghan 
Communities, but Faces Challenges that Could Limit Outcomes, March 2011. 

38 SIGAR Audit 12-01, Actions Needed to Better Assess and Coordinate Capacity-Building Efforts at the Ministry 
of Agriculture, Irrigation, and Livestock, October 2011. 
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USAID is certainly not alone in its tendency to emphasize outputs over outcomes. Outputs 
are easier to measure and, therefore, present an expedient way to justify program 
expenditures. But, they offer little meaningful information about whether a program is 
working and worth the investment to begin with. 

The importance of performance measurement was underscored most notably in 
correspondence between SIGAR and USAID and the Departments of State and Defense last 
year. In March 2013, SIGAR asked each of these three agencies to provide SIGAR with 
information on what each considered to be the 10 most and 10 least successful of its 
projects or programs for the reconstruction of Afghanistan, supplemented with explanations 
of selection and evaluation criteria for the choices. Unfortunately, while each agency 
provided anecdotes of what it deemed successful programs and cited general 
improvements within Afghanistan related to health, education, and other important areas, 
none could show how any of its programs had directly contributed to these positive 
outcomes. 

For example, in its Joint response letter to SIGAR, USAID and the Department of State noted 
that the proportion of the Afghan population within an hour’s walk of a health care facility 
has risen from 9 percent in 2001 to more than 60 percent today. This statistic is, indeed, 
impressive. However, it is not clear to what extent, if any, USAiD and the State Department’s 
efforts contributed to this improvement. Afghanistan has been slowly urbanizing for 
decades, with estimates of 4.7 percent annual growth in urban populations in the 2010- 
2015 period. So some part of the observed increase in the one hour's walk parameter 
simply reflects a demographic trend. Moreover, the indicator may also reflect the presence 
of more direct or better-surfaced roads and paths, rather than programs to build health care 
facilities. It simply is not clear and never will be without more robust performance 
measurement. 


See “SIGAR Asks State Department, Defense Department, and USAID to Identify 10 Best and 10 Worst 
Projects in Afghanistan; Request Will Improve Evaluation of Afghan Reconstruction Efforts,” April 1, 2013; 
“SIGAR Receives State Department-USAID and Department of Defense Response to Inquiry Requesting Lists of 
10 Best and 10 Worst Reconstruction Projects in Afghanistan," June 24, 2013; and "SIGAR Response to State 
Department-USAID and Department of Defense List of 10 Best and 10 Worst Reconstruction Projects in 
Afghanistan,” July 5, 2013. SIGAR News Releases, www.sigar.mil - 
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Conclusion 

Implementing, managing, and overseeing reconstruction programs in Afghanistan is 
uniquely challenging. No government and no agency will do it perfectly. In many ways, USAID 
has made substantial progress since it began its efforts following the U.S. military’s invasion 
in 2001. However, there are additional steps that USAID can take to strengthen its 
reconstruction programs. It can incorporate more realistic expectations of the Afghan 
government’s ability to afford the costs of operating and sustaining projects into individual 
project plans. It can be bolder in holding Afghan ministries accountable for addressing 
severe problems as a condition for receiving direct assistance.^s It can engage in more 
robust financial oversight of its reconstruction regime. It can experiment with more 
meaningful outcome measures. And it can be more forthright in providing complete 
information to both Congress and the American people about its reconstruction activities in 

Afghanistan. 33 

But, it is not up to USAID, alone, to bring greater integrity to the U.S. government’s 
reconstruction effort in Afghanistan. Congress, too, has a role to play. It can continue to ask 
the tough questions that this committee is asking today, and it can help articulate for USAID 
and other agencies charged with rebuilding Afghanistan what it is that the U.S. government 
hopes to achieve in Afghanistan in the years to come. 


^“Although USAID has withheld some funding due to the Afghan government's failure to meet certain 
conditions, such as withholding $30 million from the Afghan Reconstruction Trust Fund (ARTF) due to 
inadequate progress on meeting certain Tokyo Mutual Accountability Framework benchmarks, these amounts 
are small, compared to the $16.7 billion in Economic Support Fund monies committed for Afghanistan 
reconstruction. 

33 SIGAR has reported that USAID and the State Department did not fully disclose to Congress the risks 
associated with providing direct assistance to the Afghan ministries. For example, while USAID notified 
Congress in November 2012 that, with the “successful implementation” of risk mitigation strategies, the 
Afghan ministries were qualified to manage direct assistance funds, it did not disclose the full extent of the 
risks identified at each of the ministries orthat over 90 percent of the mitigating measures identified in the 
risk reviews had not been implemented. See SIGAR 14-32-AR, pp. 14-16 for further discussion. 
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Finally, SIGAR can continue to provide strong oversight and, most importantly, constructive 
recommendations for protecting U.S. taxpayer funds and improving the effectiveness and 
efficiency of the reconstruction effort. 

Thank you for the opportunity to testify today. I look forward to answering your questions. 
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Appendix I - SIGAR, GAO, and USAID OIG Reports on USAID’s Reconstruction 

Efforts in Afghanistan 

SIGAR 

Performance Audits 

1. “Direct Assistance: USAID Has Taken Positive Action to Assess Afghan Ministries’ 
Ability to Manage Donor Funds, but Concerns Remain,” Audit Report 14-32, January 
2014. 

2. "Afghanistan's Banking Sector: The Central Bank's Capacity to Regulate Commercial 
Banks Remains Weak,” Audit Report 14-16, January 2014. 

3. “Health Services in Afghanistan: USAID Continues Providing Millions of Dollars to the 
Ministry of Public Health despite the Risk of Misuse of Funds,” Audit Report 13-17, 
September 2013. 

4. “Stability in Key Areas (SIKA) Programs: After 16 Months and $47 Million Spent, 
USAID Had Not Met Essential Program Objectives,” Audit Report 13-16, July 2013. 

5. “Afghanistan Public Protection Force: Concerns Remain about Force's Capabilities 
and Costs," Audit Report 13-15, July 2013 

6. "Contracting with the Enemy: State and USAID Need Stronger Authority to Terminate 
Contracts When Enemy Affiliations Are Identified,” Audit Report 13-14, July 2013. 

7. “Health Services in Afghanistan: Two New USAID Funded Hospitals May Not Be 
Sustainable and Existing Hospitals Are Facing Shortages in Some Key Medical 
Positions,” Audit Report 13-9, April 2013. 

8. "Taxes: Afghan Government Has Levied Nearly a Billion Dollars in Business Taxes on 
Contractors Supporting U.S. Government Efforts in Afghanistan,” Audit Report 13-8, 
May 2013. 

9. “Afghanistan’s National Power Utility: Commercialization Efforts Challenged by 
Expiring Subsidy and Poor USFOR-A and USAID Project Management,” Audit Report 
13-7, April 2013. 

10. “Afghanistan's National Power Utility: $12.8 Million in DoD-Purchased Equipment Sits 
Unused, and USAID Paid a Contractor for Work Not Done," Audit Report 13-2, December 
2012. 

11. 'Tiscal Year 2011 Afghanistan Infrastructure Fund Projects Are behind Schedule and 
Lack Adequate Sustainment Plans,” Audit Report 12-12, July 2012. 
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12. “Progress Made Toward Increased Stability under USAID's Afghanistan Stabilization 
Initiative-East Program but Transition to Long Term Development Efforts Not Yet 
Achieved,” Audit Report 12-11, June 2012. 

13. “increases in Security Costs Are Likely under the Afghan Public Protection Force; 
USAID Needs to Monitor Costs and Ensure Unlicensed Security Providers Are Not 
Used,” Audit Report 12-10, June 2012. 

14. “USAID Has Disbursed $9.5 Billion for Reconstruction and Funded Some Financial 
Audits as Required, But Many Audits Face Significant Delays, Accountability 
Limitations, and Lack of Resources,” Audit Report 12-09, April 2012. 

15. "USAID Spent Almost $400 Million on an Afghan Stabilization Project despite 
Uncertain Results, but Has Taken Steps to Better Assess Similar Efforts,” Audit 
Report 12-08, April 2012. 

16. “Afghan First Initiative Has Placed Work with Afghan Companies, but Is Affected by 
Inconsistent Contract Solicitation and Vetting, and Employment Data Is Limited,” 
Audit Report 12-06, January 2012. 

17. "Actions Needed to Better Assess and Coordinate Capacity-Building Efforts at the 
Ministry of Agriculture, Irrigation, and Livestock," Audit Report 12-01, October 2011. 

18. “The World Bank and the Afghan Government Have Established Mechanisms to 
Monitor and Account for Funds Contributed to the Afghanistan Reconstruction Trust 
Fund, but Some Limitations and Challenges Should Be Addressed," Audit Report 11- 
14, July 2011. 

19. “Limited Interagency Coordination and Insufficient Controls over U.S. Funds in 
Afghanistan Hamper U.S. Efforts to Develop the Afghan Financial Sector and 
Safeguard U.S. Cash,” Audit Report 11-13, July 2011. 

20. “USAID's Kabul Community Development Program Largely Met the Agreement's 
Terms, but Progress Toward Long-Term Goals Needs to be Better Tracked,” Audit 
Report 11-11, June 2011. 

21. “Afghanistan's National Solidarity Program Has Reached Thousands of Afghan 
Communities, but Faces Challenges that Could Limit Outcomes,” Audit Report 11-08, 
March 2011. 

22. “Actions Needed to Mitigate Inconsistencies in and Lack of Safeguards over U.S. 
Salary Support to Afghan Government Employees and Technical Advisors," Audit 
Report 11-05, October 2010. 

23. "Weakness in Reporting and Coordination of Development Assistance and Lack of 
Provincial Capacity Pose Risks to U.S. Strategy in Nangarhar Province,” Audit Report 
11-01, October 2010. 
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24. “Greater Coordination Needed in Meeting Congressional Directives To Address and 
Report on the Needs of Afghan Women and Girls," Audit Report 10-13, July 2010. 

25. “Afghanistan's Control and Audit Office Requires Operational and Budgetary Independence, 
Enhanced Authority, and Focused International Assistance to Effectively Prevent and Detect 
Corruption,” Audit Report 10-08 

26. “Contract Delays Led to Cost Overruns for the Kabul Power Plant and Sustainability 
Remains a Key Challenge," Audit Report 10-06, January 2010. 

27. “Afghanistan Energy Supply has Increased but an Updated Master Plan is Needed 
and Delays and Sustainability Concerns Remain," Audit Report 10-04, January 2010. 

28. “Afghanistan's High Office of Oversight Needs Significantly Strengthened Authority, 
Independence, and Donor Support to Become an Effective Anti-Corruption 
Institution,” Audit Report 10-02, December 2009. 

29. "Strategy and Resources Needed to Sustain Afghan Electoral Capacity,” Audit Report 
09-06, September 2009. 

30. “A Better Management Information System Is Needed to Promote Information 
Sharing, Effective Planning, and Coordination of Afghanistan Reconstruction 
Activities,” Audit Report 09-03, July 2009. 

Inspections 

1. “Baikh Education Facility: Building Remains Unfinished and Unsafe to Occupy after 
Nearly 5 Years,” Inspection Report 14-24, January 2014. 

2. “Gardez Hospital: After almost 2 Years, Construction Not Yet Completed because of 
Poor Contractor Performance, and Overpayments to the Contractor Need to Be 
Addressed by USAID,” Inspection Report 14-6, October 2013. 

Financial Audits 

1. “USAID’s Strategic Provincial Roads Program: Audit of Costs Incurred by International 
Relief and Development, Inc.,’’ Financial Audit Report 14-39, February 2014. 

2. “USAID’s Health Service Support Project: Audit of Costs Incurred by Jhpiego 
Corporation,” Financial Audit Report 14-34, February 2014. 

3. "USAID's Food Insecurity Response for Urban Populations Program: Audit of Costs 
Incurred by CARE International,” Financial Audit Report 14-29, January 2014. 

4. "USAID’s Food Insecurity Response for Urban Populations Program: Audit of Costs 
Incurred by World Vision, Inc.," Financial Audit Report 14-23, January 2014. 

5. “USAID’s Community Development Program: Audit of Costs Incurred by Central Asia 
Development Group, Inc.,” Financial Audit Report 14-20, January 2014. 


. . ‘ . . ,ji- ••• 

SIGAR 14-46-TY Page 29 



50 


6. “USAID’s Community Development Program: Audit of Costs Incurred by Mercy Corps 

Financial Audit Report 14-19, January 2014. 

7. “USAID's Initiative to Promote Afghan Civil Society Project: Audit of Costs Incurred by 
Counterpart International, Inc.,” Financial Audit Report 14-15, January 2014. 

8. “USAID's Rural Finance and Cooperative Development Project; Audit of Costs 
Incurred by World Council of Credit Unions, Inc.," Financial Audit Report 14-14, 
December 2013. 

9. “USAID's Alternative Livelihoods Program-Eastern Region: Audit of Costs Incurred by 
Development Alternatives, Inc.,” Financial Audit Report 13-10, July 2013. 

10. “USAID’s Alternative Development Project South/West: Audit of Costs Incurred by 
Tetra Tech ARD SIGAR Financial,” Financial Audit Report 13-9, July 2013. 

11. “USAID's Human Resources and Logistical Support Program; Audit of Costs Incurred 
by International Relief and Development, Inc.," Financial Audit Report 13-8, July 
2013. 

12. “USAID’s Program to Support the Loya Jirga and Election Process in Afghanistan: 
Audit of Costs Incurred by The Asia Foundation,” Financial Audit Report 13-5, June 
2013. 

13. “USAID’s Technical Support to the Central and Provincial Ministry of Public Health 
Project: Audit of Costs Incurred by Management Sciences for Health," Financial Audit 
Report 13-4, June 2013. 

14. “Audit of Costs Incurred by Futures Group International, LLC in Support of USAID's 
Project for Expanding Access to Private Sector Health Products and Services in 
Afghanistan ,” Financial Audit Report 13-3, June 2013. 

15. "Audit of Costs Incurred by Cardno Emerging Markets Group, LTD. in Support of 
USAID’s Afghanistan State- Owned Enterprises Privatization, Excess Land 
Privatization, and Land Titling Project ,” Financial Audit Report 13-2, June 2013. 

16. “Audit of Costs Incurred by Chemonics International, Inc. in Support of USAID's 
Alternative Livelihoods Program - Southern Region,” Financial Audit Report 13-1, 
June 2013. 

Special Projects 

1. “Inquiry Letter: Kajaki Unit 2 Project,” Special Project 14-40, March 2014. 

2. “Geospatial Fact Sheet: Oversight Access for Selected U.S. Army Corps of Engineers 
Projects and the Kajaki Dam Project,” Special Project 14-28, January 2014. 

3. “USAID Assistance to Afghanistan Reconstruction; $13.3 Billion Obligated Between 
2002 and 2013," Special Project 14-27, January 2014. 
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4. “Kajaki Dam Direct Assistance-Oversight Provisions,” Special Project Alert Letter, 
December 2013. 

5. “Oversight Access Inquiry Letter to Department of Defense, Department of State and 
U.S. Agency for International Development,” Special Project 14-4, October 2013. 

6. “U.S. Anti-Corruption Efforts: A Strategic Plan and Mechanisms To Track Progress Are 
Needed In Fighting Corruption in Afghanistan,” Special Project 13-9, September 
2013. 

7. “SIGAR Alert Letter warns of serious problems caused by failure of prime contractors 
to pay Afghan subcontractors," Special Project 13-4, June 2013. 


USAID DIG 

Audits 


1. “Audit of USAID/Afghanistan's Financial Access for Investing in the Development 
of Afghanistan Project ,” Audit Report F-306-14-002-P, March 2014. 

2. "Audit of USAID/Afghanistan's Management Controls Over Overtime 
Compensation,” Audit Report F-306-14-001-P, March 2014. 

3. “Audit of USAID/Afghanistan's Kandahar Flelmand Power Project," Audit Report F- 
306-13-001-P, September 2013. 

4. "Audit of USAID/ Afghanistan's Use of Third-Country National Employees," Audit 
Report F-306-13-002-P, August 2013. 

5. “Audit of USAID/ Afghanistan's Incentives Driving Economic Alternatives for the 
North, East, and West Program,” Audit Report F-306-12-004-P, June 2012. 

6. “Audit of USAID/Afghanistan's Internal Controls in the Administration of the 
Involuntary Separate Maintenance Allowance,” Audit Report F-306-12-003-P, 

June 2012. 

7. “Audit of USAID/ Afghanistan's Skills Training For Afghan Youth Project," Audit 
Report F-306-12-002-P. February 2012. 

8. “Audit of USAID/Afghanistan's Afghanistan Stabilization Initiative For the Southern 
Region," Audit Report F-306-12-001-P, November 2011. 

9. “Audit of USAID/ Afghanistan's On-budget Funding Assistance to the Ministry of 
Public Health in Support of the Partnership Contracts for Health Services 
Program," Audit Report F-306-11-004-P, September 2011. 
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10. “Audit of USAID/Afghanistan's Support to The Electoral Process (STEP) and 
Support for Increased Electoral Participation In Afghanistan (lEP) Programs,” Audit 
Report F-306-11-003-P, June 2011. 

11. “Auditof USAID/Afghanistan's Construction of Health and Education Facilities 
Program,” Audit Report F-306-11-002-P, March 2011. 

12. “Audit of USAID/Afghanistan's Agriculture, Water, and Technology Transfer 
(AWATT) Program," Audit Report F-306-11-001-P, February 2011. 

13. “Audit of USAID/Afghanistan's Support to the American University of Afghanistan," 
Audit Report 5-306-11-002-P, November 2010. 

14. “Audit of USAID/Afghanistan's Partnership for Advancing Community-Based 
Education in Afghanistan (PACE-A) Program,” Audit Report 5-306-11-001-P, 
October 2010. 

15. “Audit of USAID/Afghanistan's Alternative Development Program Expansion-South 
West,” Audit Report 5-306-10-011-P, July 2010. 

16. “Audit of USAID/Afghanistan's Oversight of Private Security Contractors in 
Afghanistan,” Audit Report 5-306- 10-009-P, May 2010. 

17. "Audit of USAID/Afghanistan's Afghanistan Vouchers for Increased Productive 
Agriculture (AVIPA) Program," Audit Report 5-306-10-008-P, April 2010. 

18. “Audit of USAID/Afghanistan's Human Resources and Logistical Support 
Program,” Audit Report 5-306-10-007-P, March 2010. 

19. “Audit of USAID/Afghanistan’s Building Education Support Systems for Teachers 
Project,” Audit Report 5-306-10-006-P, January 2010. 

20. “Audit of USAID/Afghanistan's Afghan Civilian Assistance Program,” Audit Report 
5-306-10-004-P, December 2009. 

21. “Audit of USAID/Afghanistan’s Power Sector Activities Under Its Afghanistan 
Infrastructure Rehabilitation Program,” Audit Report 5-306-10-002-P, November 
2009. 

22. “Audit of USAID/Afghanistan's Land Titling and Economic Restructuring in 
Afghanistan Project," Audit Report 5-306-09-004-P, June 2009. 

23. “Audit of USAID/Afghanistan's Local Governance and Community Development 
Project in Southern and Eastern Regions of Afghanistan,” Audit Report 5-306-09- 
003-P, May 2009. 

24. “Audit of USAID/Afghanistan's Higher Education Project,” Audit Report 5-306-09- 
002-p, December 2008. 
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25. “Audit of USAID/Afghanistan's Capacity Development Program,” Audit Report 5- 
306-08-012-P, September 2008. 

26. “Audit of USAID/Afghanistan's Accelerating Sustainable Agriculture Program," 
Audit Report 5-306-08-009-P, August 2008. 

27. “Audit of USAID/Afghanistan's Small and Medium Enterprise Development 
Activity,” Audit Report 5-306-08-006-P, June 2008. 

28. “Audit of USAID/Afghanistan's Alternative Development Program Southern,” Audit 
Report 5-306-08-003-P, March 2008. 

29. “Audit of USAID/Afghanistan's Agriculture, Rural investment and Enterprise 
Strengthening Program,” Audit Report 5-306-08-00 1-P, January 2008. 

30. “Audit of Selected Follow-On Activities Under USAID/Afghanistan's Economic 
Program,” Audit Report 5-306-07-009-P, August 2007. 

31. “Audit of USAID/Afghanistan's Urban Water and Sanitation Program," Audit 
Report 5-306-0 7-006-P, June 2007. 

32. “Audit of Critical Power Sector Activities Under USAID/Afghanistan's Rehabilitation 
of Economic Facilities and Services (REFS) Program,” Audit Report 5-306-07-004- 
P, May 2007. 

33. "Audit of USAID/Afghanistan's Alternative Livelihoods Program-Eastern Region,” 
Audit Report 5-306-07-002-P, February 2007. 

34. '‘Audit of USAID/Afghanistan's School and Health Clinic Reconstruction Activities,” 
Audit Report 5-306-06-008-P, August 2006. 

35. “Audit of USAID/Afghanistan's Rural Expansion of Afghanistan's Community- 
Based Healthcare (REACH) Program," Audit Report 5-306-06-00 7-P, August 
2006. 

36. "Audit of USAID/Afghanistan's Reconstruction of the Kandahar-Herat Highway 
Under the Rehabilitation of Economic Facilities and Services Program,” Audit 
Report 5-306-06-005-P, May 2006. 

37. "Audit of USAID/Afghanistan's Rebuilding Agricultural Markets Program,” Audit 
Report 5-306-06-002-P, March 2006. 

38. “Audit of USAID/Afghanistan's Cashiering Operations," Audit Report 5-306-06- 
001-P, January 2006. 

39. “Audit of Funds Earmarked by Congress to Provide Assistance for Displaced 
Persons in Afghanistan," Audit Report 9-306-06-004-P, December 2005. 
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40. “Audit of USAID/Afghanistan's Primary Education Program," Audit Report 5-306- 
05-005-P, April 2005. 

41. "Audit of USAID/ Afghanistan's School and Clinic Reconstruction Program," Audit 
Report 5-306-05-003-P, March 2005. 

42. “Audit of the Kabul to Kandahar Highway Reconstruction Activities Financed by 
USAID/Afghanistan's Rehabilitation of Economic Facilities and Services Program," 
Audit Report 5-306-04-006-P, September 2004. 

43. “Audit of the Sustainable Economic Policy and Institutional Reform Support 
Program at USAID/ Afghanistan,” Audit Report 5-306-04-005-P, August 2004. 


Reviews 

1. “Review of USAID/Afghanistan's Electoral Assistance Program,” Review F-306-14- 
001-S, February 2014. 

2. “USAID/Afghanistan’s Performance Based Governors' Fund,” Review F-306-13-001- 
S, October 2012. 

3. “Review of USAID/Afghanistan's Monitoring and Evaluation System,” Review F-306- 
12-002-S, September 2012. 

4. “Review of Responses to Internal Audit Findings on the Local Governance and 
Community Development Project,” Review F-306-12-001-S, December 2011. 

5. “Review of USAID/ Afghanistan's Afghan Civilian Assistance Program,” Review F-306- 
11-005-S, August 2011. 

6. “Review of USAID/ Afghanistan's Portion of the Embassy Air Program,” Review F-306- 
11-004-S, June 2011. 

7. “Review of USAID/ Afghanistan's Bank Supervision Assistance Activities and the Kabul 
Bank Crisis," Review F-306-11-003-S, March 2011. 

8. “Review of Cash Disbursement Practices Employed by Selected USAID/Afghanistan 
Contractors and Grantees,” Review F-306-11-002-S, March 2011. 

9. “Review of USAID/Afghanistan's Ministerial Assessment Process,” Review F-306-11- 
001-S, November 2010. 

10. "Review of Security Costs Charged to USAID Projects in Afghanistan,” Review 5-306- 
10-002-S, September 2010. 

11. “Review of School and Health Clinic Buildings Completed Under the Schools and 
Clinics Construction and Refurbishment Program,” Review 5-306-10-002-0, June 
2010. 
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GAO 

1. “Afghanistan: Key Oversight Issues for USAID Development Efforts,” GAO-14-448T, 
March 2014. 

2. “Contingency Contracting: State and USAID Made Progress Assessing and 
Implementing Changes, but Further Actions Needed," GAO-14-229, February 2014. 

3. “Contingency Contracting: State and USAID Made Progress Assessing and 
Implementing Changes, but Further Actions Needed," GAO-14-229, February 2014. 

4. “Afghanistan Development: Agencies Could Benefit from a Shared and More 
Comprehensive Database on U.S. Efforts,” GAO-13-34, December 2012. 

5. “Iraq and Afghanistan: Agencies Are Taking Steps to Improve Data on Contracting but 
Need to Standardize Reporting,” GAO-12-977R, September 2012. 

6. "Contingency Contracting: Agency Actions to Address Recommendations by the 
Commission on Wartime Contracting in Iraq and Afghanistan,” GAO-12-854R, August 
2012 . 

7. "Afghanistan: USAID Oversight of Assistance Funds and Programs,” GAO-12-802T, 
June 2012. 

8. “Afghanistan Governance: Performance-Data Gaps Hinder Overall Assessment of U.S. 
Efforts to Build Financial Management Capacity,” GAO-11-907, September 2011. 

9. “Iraq and Afghanistan: DOD, State, and USAID Cannot Fully Account for Contracts, 
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Mr. Chaffetz. Thank you. 

I will now recognize myself for five minutes. 

Mr. Sampler, on November 2nd, 2012, USAID Administrator 
Shaw approved a memo which waived USAID’s requirements for 
Afghanistan to meet USAID’s internal risk measures before it 
could be eligible for direct assistance. Why the need to waive the 
requirements? 

Mr. Sampler. Thank you for the question, Mr. Chairman, and al- 
lowing me to clear this up. Our internal mechanisms are indeed 
rigorous. I appreciate the recognition of that fact. 

The regulations we are referring to here are ADS 220. It was 
written as a single unified package of regulations. It consists of two 
stages. Stage one is a rapid assessment that is done and includes 
a number of very high level indicators. 

Mr. Chafeetz. Well, I know what it is and our time is short. I 
want to know why it was waived. 

Mr. Sampler. Because the government-to-government engage- 
ment in Afghanistan predated the creation of ADS 220. And ADS 
220 was created in part based on lessons learned in Afghanistan. 

Mr. Chafeetz. So let me ask you, well, it seems like the over- 
sight requirements got less, not more rigorous. So Mr. Sopko, what 
do you see in this situation? 

Mr. Sopko. We are concerned that they did waive those internal 
controls. But we thought they were very good internal controls. 

We actually are concerned for two reasons. Number one, as you 
said, Mr. Chairman, rather than them being more stringent, we are 
now less stringent. Number two, this was a tremendous oppor- 
tunity that we wasted, or I should say AID did. This was a tremen- 
dous opportunity to really follow through with conditionality before 
we started the direct assistance. We could have required them to 
comply with those internal controls. We could have required the Af- 
ghans to comply with those 333 recommendations by AID to fix in- 
ternal problems. It didn’t. 

Mr. Chafeetz. Your office, Mr. Sopko, issued a report on this as- 
sessment. There were 333 recommended risk mitigation measures. 
USAID only required the implementation of 24 of those. And when 
I asked Mr. Sampler at our last hearing about this, and Mr. Sam- 
pler, your response was that the finding was “true but inaccurate” 
and I gave you an opportunity to respond. I would like to give Mr. 
Sopko an opportunity to provide his perspective on this. 

Mr. Sopko. I believe our statement is not only true, it was accu- 
rate. I think Mr. Sampler seems to think that because the funds 
are what he calls projectized, USAID only needs to address specific 
problems that it deems to be directly related to each project. 
USAID has got this wrong. The types of problems uncovered in the 
risk assessments will likely affect every project. 

Let me describe for you some of the findings from USAID’s risk 
assessments. And I know you have some of them here. If you look 
at the one for the Ministry of Mines, funds being used for unin- 
tended purposes, that risk is being ignored. Paying higher prices 
for commodities and services to finance kickbacks and b^ribes, that 
is being ignored. Collusion to skirt liquid assets, such as cash, that 
is being ignored in the Ministry of Mines and Petroleum. 
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The Ministry of Public Health, of which none of the recommenda- 
tions were implemented by Mr. Sampler and USAID, the first one 
is diverting government resources for unintended purposes. That 
was ignored. Waste, fraud and system abuse may go undetected, 
that was ignored. Losing vital data and information, that was ig- 
nored. Manipulation of accounting information after approval and 
posting to hide illegal actions, that was ignored. Misappropriation 
of cash arising from payment of salaries in cash, that was ignored. 

Mr. Chairman, I could go through ministry after ministry. These 
also were the documents as far as I know were not provided to this 
committee in any form until we provided it to them this week. 
These we believe were very significant. 

The problem is, the reforms they have set up, the plan for re- 
forms they have set up deal with external issues. They don’t really 
deal with these basic, inherent problems in each of the ministries. 
I am happy to walk through what we have found in the Ministry 
of Public Health when the time allows. 

Mr. Chaffetz. Mr. Sampler? 

Mr. Sampler. Thank you. Where to begin. Nothing was ignored. 
Again, as the Special Inspector General has pointed out, these were 
our risk assessments that were done by our mission at our request 
and for our use. 

Mr. Chaffetz. This idea that you only had to implement 24 of 
the 333, is that accurate or inaccurate? 

Mr. Sampler. Over time, they will all be addressed. But to begin 
a project, we only addressed the ones that were necessary to safe- 
guard taxpayer resources on that project. 

Mr. Chafeetz. So there were more than 300 that you didn’t 
think were important here? The problem is, you give a waiver on 
the front side of it, then we go back and do an assessment, you ig- 
nore more than 300 of them. The Special Inspector General comes 
in to look at it, an independent third party having a look at it and 
says, this is a huge fundamental problem. We have billions of dol- 
lars going out the door. And you say, well, we will address it down 
the road. Meanwhile, we have spent over $100 billion there and 
don’t see the results we should probably get for that money. 

Mr. Sampler. And Congressman, we haven’t spent $100 billion 
going out the door on these programs. 

Mr. Chaffetz. We have between what USAID and the Depart- 
ment of Defense has done, yes, we have, and other agencies as 
well. 

Mr. Sampler. The programs that the Special Inspector General 
has cited are very specific programs with very specific ministries. 
And not a dollar flows to any of those accounts until safeguards are 
in place that are adequate to that. 

Mr. Chaffetz. Let’s just take that statement. Mr. Sopko, what 
is your assessment of that? 

Mr. Sopko. Unfortunately I have to disagree. And I know my 
time is short. But I would like to talk about how the money flows 
to the Ministry of Public Health. 

Mr. Chafeetz. Please. In agreement here with Mr. Tierney, go 
ahead and let’s walk through this and then I will turn the time to 
Mr. Tierney. 
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Mr. SOPKO. I think we have given you smaller charts, and I 
apologize, that is kind of small, it is hard to read. Comparing the 
different. 

Mr. Chaffetz. The graphics on those mayhe that are watching 
on television, which one are you going to go to first? 

Mr. SoPKO. I am looking at the PCH payment chart. 

Mr. Chaffetz. That is what is up on the screen. 

Mr. SoPKO. The one to the right. That is the smaller one. We 
couldn’t afford the big chart. 

[Laughter.] 

Mr. SoPKO. That shows how the money flows. And part of it is 
the explanation given that no money actually goes to the Afghan 
ministries. Well, this is how the money flows. This is based upon 
our audits of the Ministry of Public Health and our criminal inves- 
tigation that is ongoing right now. 

So let’s not quibble over whether funds don’t go or do go to the 
government. The important question is the risk here. As you can 
see from the chart, the Ministry of Public Health, up at the top, 
GCMU requests money from USAID. The Ministry of Public Health 
and the GCMU unit, that is their internal control unit that they 
are very proud of, submits a payment request to USAID every 45 
days. 

Now, the problem is, there is no support for those advances. 
MOPH and GCMU does not provide any supporting documentation 
to USAID when it requests the advance in money. And again, just 
looking at that chart, we are talking about big sums of money. 
From 2008 to 2014, that is $236 million. And they are planning to 
spend $435 million. That is the estimate from 2014 and beyond. 

Then we go to MOPH and GCMU invoices, and what we found 
in our criminal investigation could well be bogus. Although the 
NGOs submit invoices and other supporting documentation to 
MOPH and GCMU, Ernst and Young, the accounting firm that AID 
hired, said that the MOPH does not have a strong monitoring capa- 
bility. Ernst and Young also found that the Ministry of Public 
Health’s internal audits are a critical area that needs improve- 
ment. 

Now, to show how bad things are, USAID has implemented a 
process for reconciling expenditures, not only in MOPH, but all of 
the ministries are giving direct assistance. The results of that in- 
ternal investigation, that internal review, that they are holding you 
out, as protecting the U.S. taxpayer dollar. They uncovered a total 
of $77 in unexplained funds. 

Now, I don’t know if Afghanistan is the most honest country in 
the world. But I know we do our own financial audits on U.S. firms 
working in there. And we have identified millions of dollars in 
funds that are suspicious. So I just throw that out in consideration 
for how adequate those reviews are done. 

The money then flows from USAID to a U.S. disbursing office, 
which sends funds to Afghanistan Central Bank. There we are, an 
Afghan ministry, that is the Afghan Central Bank. The account is 
jointly held by the Ministry of Finance, another Afghan ministry, 
and the Ministry of Public Health. And then the Afghan govern- 
ment pays the NGO. 
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The Afghan Ministry of Finance uses the special account to pay 
the NGOs based on information provided by the Afghan Ministry 
of Public Health. Now, admittedly, USAID has the ability to mon- 
itor that. That is great. The problem is you are dealing with min- 
istries that their own internal auditors said manipulate documents. 

So on the one hand, the lower part of the chart, that is the 
money going from AID, the U.S. disbursement office, to the Afghan- 
istan bank, that is probably pretty safe. Our problem is the upper 
part of the chart and what eventually happens with the money 
once we give it to the ministries. 

Now, we have been doing a criminal investigation that we can’t 
really discuss in great detail. But we have witnesses who have 
worked in their internal unit who indicate that fraudulent invoices 
are being used for closed health facilities, fraud is centered around 
rental vehicles that aren’t being used properly, that GCMU officials 
are soliciting bribes from NGOs and they are purchasing goods 
from Iran with U.S. funding. 

The witnesses we are talking to have first-hand knowledge. They 
were inside the ministry. And a key witness who has met with my 
head of investigations, a career FBI man I met almost 30 years 
ago, and my deputy IG, who had 38 years of experience, all believe 
the allegations are credible. 

But what they show are weak points if we don’t really fix the 
problem. Thank you. 

Mr. Chaffetz. Thank you. I now recognize the gentleman from 
Massachusetts, Mr. Tierney. 

Mr. Tierney. Thank you. 

Mr. Sampler, I want to start back at the very basic part of this. 
Can you articulate for us here, the committee, the United States 
national security interest in the amount of aid going to Afghani- 
stan? 

Mr. Sampler. Certainly. I can speak specifically to USAID’s 
amount of aid going to Afghanistan. 

Mr. Tierney. I want you to speak to the national interest. What 
is our national security interest in that aid going to Afghanistan? 

Mr. Sampler. We have invested 12 years in blood and treasure 
to make sure that there will never be another attack on U.S. soil 
from Afghanistan. Rather than perpetually police a foreign state, 
it is in our best interest to make sure that Afghanistan has both 
the wherewithal, the political will and the capacity to police itself 

Mr. Tierney. Back that up. So one rationale, you are saying, is 
we have invested 12 years, and that is one of our national security 
interests to protect with that investment? 

Mr. Sampler. Correct. 

Mr. Tierney. And then you went on to say, what was the rest 
of that? 

Mr. Sampler. Rather than continue to have to police the terri- 
tory of Afghanistan, it would be better if we stood up a government 
that could do that itself 

Mr. Tierney. So what would we be policing the territory of Af- 
ghanistan for? 

Mr. Sampler. We won’t. 

Mr. Tierney. But if we didn’t do this, what would be being forced 
to police them for? 
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Mr. Sampler. Congressman, Afghanistan is a place where it is 
incredibly difficult to detect and prevent organizations from setting 
up training camps. 

Mr. Tierney. Would that be similar to Yemen and Somalia and 
Sudan, Djibouti? 

Mr. Sampler. I have been to Yemen. The others I have not. The 
difference in Yemen, in my experience, is that the population of 
Yemen is spread out so much that no, there are not the same num- 
bers of ungoverned spaces, desolate places where people just don’t 
go. And you can get away with setting up base camps and training 
camps. 

But certainly in principle, it would be similar to those locations. 

Mr. Tierney. All right, I think that is the first base question we 
have to ask here, is why do we continue spending money. What is 
the proportion of total aid from foreign countries to Afghanistan, 
what proportion is being spent by the United States versus other 
nations or other international organizations? 

Mr. Sampler. Congressman, I don’t know the answer to that. 

Mr. Tierney. Arguably there are some others who have a higher 
national security interest in Afghanistan than the United States. 
I would be interested to know whether or not they are paying their 
proportional share relative to everybody’s risk and their own risk. 

Mr. Sampler. And I can say, we are certainly the largest donor. 
But I don’t know the exact proportion. 

Mr. Tierney. Mr. Sopko, if we were to wake up one morning and 
USAID would decide to implement all of the recommendations that 
their own assessments have put forth and the Inspector General’s 
office put forth, what additional resources would the USAID offices 
need? 

Mr. Sopko. We haven’t done an assessment on what type of re- 
sources. 

Mr. Tierney. Would they need more? 

Mr. Sopko. They probably would need more. But a lot of this is 
requiring the Afghan government to implement these changes. So 
we think that is money well spent. 

Mr. Tierney. Do you think the Afghan government in its current 
situation is capable and willing to implement those changes? 

Mr. Sopko. Those are two questions. The willingness and the ca- 
pability. We are hopeful the new government will. 

Mr. Tierney. What makes you hopeful of that? Do you know the 
characters or individuals that are involved there? What gives you 
hope? 

Mr. Sopko. My hope is always eternal. This is a chance for an 
election, a new government, we are hoping for the best. I can’t com- 
ment on any individual running for office. I don’t think it would be 
proper for me. But we are very hopeful. It gives us an opportunity 
to do that conditionality. It gives us that opportunity which we 
don’t have, I believe, with the current government. 

Mr. Tierney. And now the capability? 

Mr. Sopko. The capability is something we are going to have to 
work on. But the important thing is, we have training missions, 
AID has done some good work. As a matter of fact, we highlighted 
one of the ministries as being done the right way. So obviously they 
know how to do it. They came up with a plan. We are not certain 
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it has been implemented, but at least they came up with a plan 
with DABS. So they know how to do it. And we can do it. What 
we are saying is they should have done it for the rest of the min- 
istries before we gave them money. 

Mr. Tierney. Mr. Sampler, is there any going back and putting 
the types of conditionalities that Mr. Sopko speaks to on the 
issuance of aid? 

Mr. Sampler. Congressman, there are two levels of condition- 
ality. One is a political level that USAID doesn’t have. That is a 
State Department decision about conditionality of the assistance to 
Afghanistan. But I would like to set the record straight with re- 
spect to the chart. 

Mr. Tierney. I will let you do that in a second. But I want to 
go back to the full answer of my question if I could. So you have 
your own internal process used here, the conditionalities that you 
would generally put on something you say were waived on that 
basis. 

Mr. Sampler. They were not waived. 

Mr. Tierney. They were not waived. All right. So the second set, 
you have your political considerations. 

Mr. Sampler. Yes. 

Mr. Tierney. And then you have your own processes that set 
aside political considerations you would normally put on there? 

Mr. Sampler. Yes. 

Mr. Tierney. So what about those? 

Mr. Sampler. Congressman, we do have a set of safeguards. 
When I say they weren’t waived, ADS 220 was waived, but despite 
the waiver, we have implemented safeguards that replicate both 
the letter and intent of what ADS 220 would require. 

Mr. Tierney. Why didn’t you just implement ADS 220? 

Mr. Sampler. ADS 220 has two components. The first component 
we couldn’t implement. We had already begun the engagement and 
we had moved past that chronologically. 

Mr. Tierney. I’m sorry, let’s break it down step by step. What 
is it that you have moved past that you couldn’t go back and do 
better? 

Mr. Sampler. An initial comprehensive assessment of things like 
the status of democracy and governance, the status of human 
rights. It is, I call it, well, we will run over the world perspective 
of is this a government where we wish to do GDG asesssments. 

Mr. Tierney. Why couldn’t you stop at whatever point you were 
at and do that? 

Mr. Sampler. That was a policy decision that was made in 2001 
when we went to Afghanistan. We were already there. This is a de- 
cision of do we go there or do we go to Yemen or Somalia or to 
some other deserving country to do this work. We made the deci- 
sion that we are in Afghanistan and we made the decision that we 
have to proceed. 

Mr. Tierney. Okay, so you are saying, we have, are you saying 
political actors have? 

Mr. Sampler. The U.S. Government has made the decision that 
we will be there. And USAID is part of that engagement in Afghan- 
istan. The second stage is where we do have rigorous mechanisms 
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to provide checks and balances. I wouldn’t call it conditionality, I 
would just say, we won’t do it until these things are met. 

Mr. Tierney. That would be pretty conditional. 

Mr. Sampler. And that is a very focused approach to individual 
projects. The risks that we identified when we did the initial as- 
sessments to these ministries are all credible and very important 
risks, I don’t deny that. 

Mr. Tierney. So why not condition every dime that goes out on 
the satisfaction of all those points? 

Mr. Sampler. We prioritize the risks that directly affect the 
projects we are trying to accomplish. If we waited to have perfect 
ministries before we began working on things like health care and 
education, we would not be working on health care and education. 

Mr. Tierney. Because you don’t think the government would re- 
spond to do those things, it was not important enough for them? 

Mr. Sampler. Congressman, in 2002 when I was in Afghani- 
stan — 

Mr. Tierney. Well, it is not 2002 any more, right? It is 2014. So 
today, you think putting conditionalities on that that the Afghan 
government isn’t interested enough in having those things done 
with our assistance that it would rabidly comply with whatever 
conditionalities we are putting? 

Mr. Sampler. They are and will rapidly comply with the things 
they are capable of doing and the things that they have the will 
to do. So absolutely, they will. But the capacity isn’t there. These 
ministries are being built from the ground up. 

Mr. Tierney. So it is your assessment, I guess, that despite the 
fact that they don’t have the capacity and they may not have the 
will to implement all the things that are necessary to be risk-free, 
you think the risks are worth it? You have made that assessment? 
Somebody in your entity has made the assessment that risk is 
worth just doing these things without all assurances in place? 

Mr. Sampler. Congressman, I don’t want to accept the way that 
is stated. 

Mr. Tierney. Well, restate it if you want. But you know what I 
am getting at. 

Mr. Sampler. I do. And I will accept that we recognize there are 
risks that we are not mitigating at this point in time. Those are 
risks that must be mitigated before these ministries are fully func- 
tioning. 

But in the interim, we are projectizing our assistance, on very 
specific things. And the risk associated with that project will and 
must be mitigated before we move any money to that ministry. 

Mr. Tierney. But you are not totally mitigating, you understand 
that, and you know that some money is going out the door? 

Mr. Sampler. I don’t know that you can totally mitigate a risk 
in Afghanistan. We are mitigating the risks specific to a project to 
a level that satisfies us that we can control the funds going to that 
project. 

Mr. Tierney. Mr. Chairman, I know I am over my time and I 
thank you for that. I would like to go back hopefully to some sort 
of question as to how much is that risk, how much is going out 
there, and make an assessment on that. 

Mr. Chaffetz. I concur, thank you very much. 
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I now recognize the gentleman from Florida, Mr. Mica. 

Mr. Mica. Thank you, Mr. Chairman. Mr. Inspector General, as 
I recall when you came before us before, you testified that we had 
approximately, I believe the amount was $20 billion that, in Af- 
ghanistan money that was backed up, that they had neither the 
ability nor capacity to spend or steal, I think it was, was that an 
accurate statement? 

Mr. SOPKO. I think you are correct. It is about, actually it is more 
than $20 billion right now, that has been appropriated, authorized 
but not yet spent. 

Mr. Mica. And I think you had said that, then I asked you again, 
was that correct. In fact, later on I called your office to make sure 
I wasn’t misquoting you. Because I was just stunned by that. 

We spent over $100 billion, the chairman said, $100 billion in 10 
years, is that about right, Mr. Sampler, in U.S. money in AID? I 
am not talking about military aid, I am talking about economic aid. 

Mr. Sampler. That is not correct. Congressman. 

Mr. Mica. How much is it? 

Mr. Sampler. USAID’s number is $14.2 billion. 

Mr. Mica. In how many years? 

Mr. Sampler. Since 2001. 

Mr. SoPKO. Mr. Mica, if I could just correct. That was the 
amount of money for reconstruction. Now, reconstruction isn’t just 
USAID. The bulk of that money is actually DOD. 

Mr. Mica. Okay, but we are approaching $100 billion in recon- 
struction. An that is not military money, is that right? 

Mr. SoPKO. We draw the distinction between reconstruction and 
money actually for the war fighting. So reconstruction can also be 
paying the salaries, we are paying the salaries of all the soldiers. 

Mr. Mica. So since there is not much infrastructure and not 
much in the way of sophisticated communities that we are spend- 
ing an awful lot of money in a country whose annual budget, the 
federal budget is at $5.7 billion, in that range? Anybody know? 

Mr. SoPKO. They collect revenue of about $2.2 billion, that is how 
much they collect. They spend a lot more. 

Mr. Mica. All right. Well, they have great models in spending 
more than they take in. 

But my point is again, first of all, I would like to cut off all eco- 
nomic aid, reconstruction aid, AID aid, any reconstruction money 
to Afghanistan, period. I would also like to know, Mr. Sampler, 
what have we done, schools? I was over there and saw some 
schools, I saw some roads, I saw some bridges, infrastructure. Is 
that some of what we are doing in infrastructure and aid? 

Mr. Sampler. Yes, sir, it is. 

Mr. Mica. Yes. Well, I can tell you, I come from communities 
that could use all of that. In fact, I may have an amendment in 
Appropriations that we open that $20 billion that is backed up to 
my communities. I might get a few votes on that. Because we have 
those same needs in our communities. 

And again, when I have someone charged with oversight who tell 
us they have neither the capacity to spend or steal, that gives me 
great heartburn. I think of people getting up early in the morning, 
going to work and trying to feed their family, pay their mortgage 
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and just get by week to week. And we are sending that money over 
there, that drives me bananas. 

I was there, I saw the schools. A school pointed out, I went 
through the school. And it was the community joke. Everyone was 
telling us, the troops were telling us, the locals were telling us, we 
paid five times what we should pay for construction of that par- 
ticular facility. We are getting ripped off. 

My question earlier was, have the Afghans held any accountable 
of either violating Afghan law or has the U.S. gone after anybody 
and held them accountable? Do we have that list yet? 

Mr. SOPKO. Congressman, I don’t have the list. We can provide 
that list from what we have done. 

Mr. Mica. That was promised before. That was March 13th. And 
we haven’t gotten that I know of 

Mr. SoPKO. I didn’t testify then, sir. 

Mr. Mica. Okay, well, whoever came. But I have been promised 
a list, we don’t have the list. I want to know, do you know if many 
have been prosecuted within Afghanistan? 

Mr. SoPKO. I don’t know how to define many. We brought a num- 
ber of investigations, we prosecuted individuals, Afghan individ- 
uals. The difficulty is, we have to have a nexus to the United 
States, since we can’t extradite. But we have turned some informa- 
tion over to the Afghan Ministry of Justice and they have actually 
prosecuted some individuals, not many. They are the small fry, the 
prosecutors and police readily admit that they can’t get us the big 
fry, the big players. So they have done some of that work. 

Mr. Mica. Mr. Sampler wanted to respond. 

Mr. Sampler. If I could just add, we received actually just yes- 
terday a press release from our inspector general that an Afghan, 
Abdul Kulial Kaderi, was arrested and charged with embezzlement 
by the Afghan National Security Police for attempting to embezzle 
$539,000 from a partner. Now, I admit this with some reservation. 

Mr. Mica. I was told that the theft goes from the lowest official 
to the president’s office, the president’s family and others. And it 
is widely known that people are ripping off the United States 
through our various aid and assistance programs. People have to 
be held accountable. I think we have to stop pouring money into 
this black hole. 

I yield back. Thank you. 

Mr. Chaffetz. I now recognize the gentlewoman from Illinois, 
Ms. Kelly, for five minutes. 

Ms. Kelly. Thank you, Mr. Chair. 

Mr. Sampler, I would like to draw your attention to a February 
11th, 2014 Associated Press article that discusses the effects of the 
planned U.S. troop drawdown on the continuing U.S. presence in 
Afghanistan. While the article raises some concerns over the draw- 
down, it does not indicate how much USAID programs and projects 
will be affected. 

The article quotes your thoughts on this transition, and accord- 
ing to the article you say as international military forces leave, Af- 
ghanistan will more closely begin resembling a normal operating 
environment for USAID. Can you explain what you mean by a nor- 
mal operating environment? 



68 


Mr. Sampler. Yes, ma’am. The USAID operating environments 
around the world range from highly permissive to highly non-per- 
missive environments. I have some experience with Colombia 
where in one country there are places where we can work in open, 
soft-skinned vehicles and in other places where we can’t go without 
armed guards. 

So it will resemble a normal operating environment, however, in 
that development decisions will be based on development principles 
and priorities and less focused on stabilization priorities. That is 
the challenge in Afghanistan, has been balancing good, sound de- 
velopment principles with the requirement to provide stabilization 
support at the same time. That is how it becomes a bit more nor- 
mal for us. 

Ms. Kelly. Okay. And I know USAID operates in many chal- 
lenging environments, such as Iraq and Pakistan without direct 
military security support, is that correct? 

Mr. Sampler. Yes, ma’am, it is. 

Ms. Kelly. And in these high risk environments, how do you en- 
sure the safety of your staff and implementing partner staff? 

Mr. Sampler. It is different in each situation. We have the tre- 
mendous support of the regional security officers that the State De- 
partment provides at the embassy. And they assist us, in fact they 
guide us on where we can and can’t go. But we do a lot of our work 
in support of local communities and then we are able to rely on the 
local community to assist us in dissuading malign actors from in- 
terrupting the work. That is one of the fundamentals of develop- 
ment. 

But it is different in each case. In parts of Pakistan we don’t 
send U.S. citizens there because it is not safe. We again rely on 
third party monitors to observe the work there. In other parts of 
Pakistan, we do engage with U.S. direct hire citizens. 

Ms. Kelly. The article also stated that U.S. officials have pre- 
dicted that as a result of the troops drawing down by the end of 
2014, USAID workers, investigators and auditors will only be able 
to travel to just 21 percent of Afghanistan, down from nearly 50 
percent of the country in 2009. Is it reasonable to assume that as 
the U.S. military completely withdraws by the end of the year, as 
is now being considered, that areas accessible to U.S. personnel, in- 
cluding your workers, will be reduced even further? This raises se- 
rious concern about continued oversight and monitoring and eval- 
uation. 

So how are you going to ensure continued oversight of the 
projects and programs that you have in the field? Can you give us 
a few examples? 

Mr. Sampler. Yes, ma’am. The military drawdown actually 
began for us about 18 months ago. And the military transition oc- 
curred last June. So we are living now in a situation where the 
U.S. military doesn’t provide direct logistical support to get us out 
to any of these sites. 

In terms of the prognosis going forward, it is hard for me to pre- 
dict. I actually hope that five years from now, when we visit Af- 
ghanistan, it will be a much more permissive place and that the 
new government will have taken the steps necessary to make the 
government one that is respected in all 34 provinces. But whether 
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that is true or not, in each of our programs, we work with the con- 
trol or contract officer, who runs that program, to find ways for 
them to get the information they need to decide, does this program 
continue or does it not. That is the first point of responsibility. And 
that individual, a young American man or woman, has to decided, 
do I have enough information coming in. 

Part of my job is to create systems that will allow them to collect 
that information. They may collect some of it from the local com- 
munity, they may collect some of it from other partners working in 
the area to say, we drive across that bridge every day. We may still 
collect some of it from the international military, where they have 
flights that overfly or they have experience with our projects, they 
can report back to us as well. 

But the question of sufficiency is one that the contract or the 
agreement officer has to make, ^^en she or he feels like they don’t 
have enough information, they raise their hand and say, we have 
to stop. 

Ms. Kelly. Are the Afghan nationals who travel to the more 
challenging locations, what about their safety and security? 

Mr. Sampler. There are a couple of diferent mechanisms for 
moving Afghans around to support these programs. Some do it as 
contractors. And they make a decision, it is their corporate entity, 
whether or not they wish to go to a particular place. Some do it 
as U.S. government foreign service nationals, they are employees 
of our embassy. And the decision is being made at this point in 
time that when an Afghan working for our embassy travels, she or 
he has the same security requirements as I have. 

Ms. Kelly. I am out of time. Thank you, I yield back. 

Mr. Chafeetz. I thank the gentlewoman. 

We now recognize the gentleman from Tennessee, Mr. Duncan, 
for five minutes. 

Mr. Duncan. Thank you, Mr. Chairman, and thank you for your 
efforts to stay on top of all this. 

This whole thing is so ridiculous that it is just very, very sad. 
I have read so many examples of just horrendous waste over the 
years in Afghanistan, and a $34 million military headquarters built 
that stands empty because nobody is going to use it, totally wasted. 
NBC News just reported about an Afghan prison built with $11 
million, an American-funded prison that is falling down before it 
opens. 

Five days ago, Farah Stockman, a reporter for the Boston Globe, 
who served over there with the Massachusetts National Guard, 
wrote this. She said “Corruption in Afghanistan is now considered 
as great a threat to the country as the Taliban.” Now, this is a re- 
port from five days ago. “But as the U.S. military is starting to ac- 
knowledge, it was baked into the system from the start. We toppled 
the Taliban in 2001, not with massive American firepower, but 
with proxy warriors, local warlords who received cash and weapons 
in return.” 

And she goes on and says, “But as the years went by, those mili- 
tia leaders we worked with kept expecting more money, more fa- 
vors, more sweetheart deals. Even Karzai himself is reported to 
have accepted suitcases full of cash. Is it any wonder that the coun- 
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try has turned into a place where loyalty is sold to the highest bid- 
der?” 

I am wondering, I heard one time about, in one of our hearings 
a few years ago, about plane loads of cash being flown over to Af- 
ghanistan. Mr. Sopko, are we still dealing a lot in cash over in Af- 
ghanistan, to your knowledge? 

Mr. Sopko. To my knowledge, there is still some cash being used. 
That causes some concerns. As a matter of fact, the ministerial 
asesssments that we have alluded to in the past have highlighted 
problems of cash in the individual ministries. 

We have tried to get away from cash in some of our programs, 
but it still does exist and it is a problem. 

Mr. Duncan. This $100 billion figure that Mr. Mica referred to, 
I remember seeing that in an article I think last July. And of 
course, we have spent another billion or two or more since then. 
So we keep adding to it. 

But I saw in an interview you gave a few days ago, there was 
some coverage in the Washington Post, to talk about a very large 
trust fund being used to pay the salaries of the Afghan national po- 
lice. And you say in this interview that we just uncovered some al- 
legations about the Afghan national police and there are certain 
funds or monies taken out of the police salaries every month that 
we don’t know where the money went, nor do our allies. 

How large is this trust fund and how much are we spending on 
the Afghan national police and are we still not able to account for 
is it a small percentage, large percentage of it? What is the story 
on that? 

Mr. Sopko. Just so you understand, the trust fund reference 
there is the Law and Order Trust Fund for Afghanistan. It is man- 
aged by the United Nations on behalf of the donors. We contribute 
a significant amount of money of that, but so does the European 
Union and all of our other allies. They actually contribute more. 
We basically pay all the salaries of all the police and all the sol- 
diers and all their support staff. So we are talking about billions 
of dollars. 

What I was alluding to is information we uncovered that the Eu- 
ropean Union was so concerned about the internal controls based 
upon audits that they had done that they were concerned that the 
money, particularly, was going to ghost workers. So we are fol- 
lowing up on that. We brought that information to the attention of 
DOD on my last trip back in July, or I should say November. They 
weren’t aware of it, but they followed up and they have been very 
aggressive. They are concerned, too. 

In the course of my latest trip there and meetings with the Euro- 
pean Union and other of our allies, a number of other issues arose, 
including a 2.5 percent, so this is 2.5 percent of all the salaries, 
money was taken out to pay for something, we don’t even know ex- 
actly what it is. But they can’t find that amount of money. So we 
are talking about millions of dollars if you multiply that by the 
number of police. 

And there is a 5 percent fund taken out, a 5 percent deduction 
taken out going toward retirements. Apparently the UN can’t find 
where that money ended up. 
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Then there is also the question of approximately 1,000 generals 
who are not supposed to be paid who are getting salaries. So a 
number of issues, ghost workers, the 2.5 percent, the 5 percent 
pension fund and the unauthorized generals, to cite Senator Dirk- 
sen, after a while, we are talking real money. And the problem is 
the internal controls are so bad that there may be some serious 
money lost. To not only us, but also our allies. 

Mr. Duncan. My time is up, but let me just say this. There was 
a column in the Politico a few weeks ago by Roger Simon in which 
he says the Administration has a plan to keep anywhere from 
10,000 to 16,000 troops in Afghanistan until at least 2024 at a cost 
of mega, mega billions. I think that is very, very sad. I yield back. 
Thank you, Mr. Chairman. 

Mr. Chaffetz. I thank the gentleman, and I appreciate your con- 
cern about this issue and our persistence on it. 

I now recognize the gentlewoman from New York, Mrs. Maloney, 
for five minutes. 

Mrs. Maloney. I thank the chairman and the ranking member 
for calling this important hearing on tracking taxpayer money. But 
on my visit to Afghanistan, right outside of the headquarters there 
was a memorial to 9/11 and all those that died. That is the district 
I am privileged to represent. 

So we are there to combat terrorism. And I want to mention 
something very positive that USAID has done. I strongly believe 
the best way to fight terrorism is an educated population, particu- 
larly a female population. And when you went there, no women 
were going to school. Six hundred schools have been built, teachers 
have been trained. And of the 8 million students now in USAID- 
supported schools, a third of them are women. I would say that 
that is a very positive contribution to combating terrorism. And I 
want to thank you for that. 

But corruption should not be tolerated. One of these reports I 
was reading, the transparency international corruption perception 
index ranked Afghanistan as the most corrupt country in the world 
alongside North Korea and Somalia. That is certainly not good 
company and a terrible, terrible tab or brand on them. 

So I would like to first ask Mr. Sopko and Mr. Sampler, do you 
agree with this assessment? Is it the most corrupt country in the 
world, along with North Korea and Somalia? 

Mr. Sampler. Ma’am, thank you for your comments about 
USAID and our role supporting women. I will update your informa- 
tion. 

Mrs. Maloney. And education in general. 

Mr. Sampler. And education in general. One of the things that 
I find encouraging in Afghanistan is that now, after 12 years of 
supporting education, we are seeing the students who have been 
educated in Afghanistan moving to vocational training and univer- 
sities. We now have about 40,000 women attending either voca- 
tional training or universities, which represents about 20 percent 
of the total. 

So it shows that with persistence and with strategic patience, 
these things do actually make progress. 

Mrs. Maloney. I would just like to say, I think that is wonder- 
ful. I have constituents who had relatives who were shot and killed 
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because they went to school, women. And I really do think there 
is a correlation between an educated population, particularly 
women, in countries where women are educated, the degree of ter- 
rorism is not there, because the population combats it with their 
government. So I think that is an important aspect. 

In fact, I would like to see, Mr. Chairman, a hearing on the cor- 
relation between an educated population and educated women, 
where women are treated like people and allowed to be educated, 
and the ability of that country to combat terrorism. I think it is an 
important aspect that hasn’t been looked at. 

But that is not the purpose of this hearing. So I would like to 
hear your assessment of the corruption and what you have put in 
place to combat it. 

Mr. Sampler. Yes, ma’am. To the comparison with North Korea 
and Somalia, I can’t comment. There is no question that Afghani- 
stan is the most corrupt place that I have ever worked. The chal- 
lenge for USAID is helping Afghanistan build institutions that can 
fight corruption and can withstand corruption when the political 
will is there, so that they will be able, on their own, to eliminate 
corruption within their government. 

The challenge for me and for USAID specifically is making sure 
that our programs are able to operate in Afghanistan without being 
subject to the corruption that is endemic in the government and in 
society. 

Mrs. Maloney. I would like to add to that. I share the concerns 
of my friends on the other side of the aisle that we need to combat 
it, and that no American aid should be used in any corrupt area. 

But the Administration and the international community pledged 
roughly 50 percent of a development aid to Afghanistan as direct 
assistance. And it conditioned this assistance on progress toward 
combating corruption. So I would like, Mr. Sampler, for you to 
build on one of the comments that you made at the last sub- 
committee hearing on this topic. You said that USAID released $30 
million out of $75 million available to the World Bank’s Afghan Re- 
construction Trust because the Afghan government had achieved 
certain benchmarks. 

Can you tell us what reform goals were put in place and what 
reform goals were met? And certainly, Mr. Sopko, if you could help 
clarify that, too. But first, Mr. Sampler, then Mr. Sopko. 

Mr. Sampler. Yes, ma’am. At the senior officials’ meeting in 
Kabul last year, I announced that there would be $75 million that 
would be an incentive fund to encourage the Afghans to make some 
politically difficult decisions with respect to progress within the 
construct of their government institutions. There were five general 
categories for those funds. And it has been our determination last 
month that the Afghans had met the goals we set in two of those 
particular categories. 

So of five different funds, of about $15 million each, and we have 
awarded them $30 million of the incentive fund. This is important 
to the government, because the funds are sent in such a way that 
they can be used not specifically for a general, these are not 
projectized funds in the same way. They are overseen and they are 
controlled, but it is an area, it is a type of funding that the min- 
ister of finance is very attracted to. 
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The first and most specific and most time sensitive of those up- 
grades and improvements in Afghan government had to do with 
the elections. There were some very difficult decisions with respect 
to the independent election commission and the appointment of 
commissioners. There were some very difficult challenges with re- 
spect to who will oversee the election complaints commission and 
who gets to adjudicate disputes after the elections happen on Sat- 
urday. We wanted those decisions to be made in a particular way, 
in a way that was transparent. And they were. The governor of Af- 
ghanistan, after some wrangling, made those decisions. And I be- 
lieve the incentive fund was part of that. 

Separate from that, at the other end of the spectrum, with re- 
spect to the Ministry of Mines and Petroleum, we have asked that 
a minerals law or a mining law be passed in Afghanistan that 
would keep Afghanistan from falling down the mineral wealth trap 
some other countries have had, or problem that some other coun- 
tries have had. 

That has not yet been done. But the mining law has been pro- 
posed two or three times by parliament. President Karzai at sev- 
eral different points said that he would do this by fiat. It hasn’t 
been done. So those funds have been taken off the table. 

Our greatest hope with respect to the challenges and the changes 
that you are alluding to with respect to corruption and building in- 
stitutions in the government of Afghanistan have to do with the 
election. In some period of weeks, there will be a new president of 
Afghanistan. We hope and expect that he will appoint an attorney 
general who will end the endemic corruption in Afghanistan or at 
least begin to end the endemic corruption. And we hope that he 
will appoint ministers and deputy ministers who share that vision. 

Mrs. Maloney. My time is expired. Thank you for the goals you 
have reached. 

Mr. Chaffetz. Thank you. We will now recognize the gentleman 
from Vermont, Mr. Welch, for five minutes. 

Mr. Welch. Thank you very much. I again want to thank our 
chairman and ranking member for pursuing this together for sev- 
eral years now. 

The turning point for me on this came when I was at a meeting 
in Kabul with attorneys that had been sent over to Afghanistan to 
help train Afghanis how to detect and stop corruption. I asked 
them, how is the program going. And they told me they had to end 
it. The reason they ended it is because in training people how to 
detect corruption, they used the information to do corruption. And 
that is literally the frustration that we are having. 

Now, Congress cooked up this policy in Afghanistan and sup- 
ported the nation-building. And you guys are trying to deal with 
it, AID, I so admire the work you do, and we have made a very 
tough job, you do it. In a way you are like our soldiers, we give you 
the mission and you do your best to do it. 

Your office has been fantastic, just giving us the lay of the land 
and what the facts are. But I think a lot of us are just wondering 
whether there is any confidence that we can have, on behalf of 
being custodians of the taxpayer money, that it won’t go south. 
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Just a couple of things I will ask about. The bridge, I guess, Mr. 
Sopko, you were talking about $300 million or so that has been 
spent on the bridge. What is the status of that? 

Mr. Sopko. Are you talking about the bridging solution? 

Mr. Welch. Yes. 

Mr. Sopko. Well, the bottom line is because we are not getting 
electric power out of Kajaki like we want, we of course created 
these diesel generators at Kandahar. And I was told by DABS, 
which is the electric utility company, as well as USAID officials, as 
well as the general who is paying the checks for the fuel, that they 
are going to stop soon. And we don’t have a real solution for it. 

So they came up with a new solution, which I am encouraged by, 
except it is talking about another hydroelectric plant and it is talk- 
ing about solar power as the answer to the first bridging solution, 
which they can’t afford any more. 

Mr. Welch. So we will have gone from spending hundreds of 
millions of dollars at the Kajaki Dam that failed to hundreds of 
millions of dollars in this bridging project that looks like it is going 
to fail to yet another new way to spend more money without any 
confidence that it will work. 

Mr. Sopko. The problem here with the Kajaki Dam is that we 
are still working on it, and starting back in the 1950s. I think 
building the pyramids in Giza was faster. There is no likelihood, 
and with all due respect to my colleague, that their new solution 
is going to end up with the third turbine finally in. 

And even if the third turbine is put in, that still doesn’t guar- 
antee that you are going to have enough power in Kandahar, which 
is significant. 

Mr. Welch. I get it. This is amazing. I think what I am hearing 
from my colleagues is whether we just have to call the question at 
a certain point. It is realistic for the Congress to appropriate 
money, and then ask AID or the military related reconstruction, to 
do the impossible when the structural foundations of Afghanistan 
are based on the benefits of corruption. 

And let me just ask you a question. Because whatever oversight 
we have, I don’t have confidence that it can work. They will find 
ways around it. Would it make sense for us as a condition of releas- 
ing any money to require Afghanistan to put its own money into 
the project, 10 percent, 15 percent, or 20 or 25 percent? On the the- 
ory that the only way we can have any confidence that there will 
be an incentive on the part of the Afghan government to not steal 
the money is to require them to have some skin in the game them- 
selves? 

I will start with you, Mr. Sampler. 

Mr. Sampler. Congressman, thank you. With respect to energy, 
which is one of the areas that actually is the least corrupt and is 
actually making the most progress, DABS, the public utility, is 
working to install the turbine in Kajaki. Mr. Samadi told me on my 
trip last week that what he intends to do with the diesel program 
in Kandahar is to do what he says he has done in 12 other prov- 
inces where they use standalone diesel generators, and that is to 
set up a cost system where it will be paid for. The community that 
gets the electricity will pay for the electricity. 
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He has some track record for being able to do that. He went from 
receiving subsidies of over $60 million a year to this year receiving 
no subsidies. And in fact, he has collected from the users of elec- 
tricity enough money to now buy electricity from other countries 
rather than generate it, because they don’t yet have the generation. 

Your notion of having Afghan skin in the game is exactly the 
right thing to do. And I think what Mr. Samadi is proposing is to 
even take it a step lower, so that local communities have skin in 
the game. It will be their money that pays for these diesel genera- 
tors and pays for the power that they actually consume. So yes. 

Mr. SOPKO. Can I respond? If it is okay, Mr. Chairman. The 
problem with that is, I was down in Kandahar and got a briefing 
from the DABS officials down there. And there is no way, they told 
us, they can pay for the diesel. So there is a reality, you have to 
get out of the embassy and get down there. They are saying, we 
can’t charge the fees because the law is set so low that we cant col- 
lect the fees. 

Their other concern is that the power will go out. They are say- 
ing they will be able to do another hydroelectric plant and come up 
with solar power generation within the year. Because within the 
year, we stop subsidizing them. And that is the whole problem 
with, and I think it is an excellent point, Mr. Welch, and we are 
happy to introduce the briefing slides from them explaining why 
they need this solution because they can’t afford the diesel fuel. 

The whole problem with putting skin in the game, Mr. Welch, is 
they only have $2 billion they collect. The game is billions more. 
We overbuilt for Afghanistan. 

Mr. Welch. We overbuilt and they don’t have a tax system. 

Mr. SoPKO. And they don’t have the sustainability, the capability 
to sustain what we gave them. In my statement itself, USAID even 
admits that there are going to structures, things that we are just 
going to have to abandon because the Afghans can’t afford to main- 
tain them. 

So that is the problem from poor planning up front and putting 
too much money too fast in a country that is too poor to handle it. 

Mr. Welch. Thank you. Thank you, Mr. Chairman. 

Mr. Chaffetz. I thank the gentleman. 

Mr. Sampler, do you care to expand on that? That is the concern, 
we are out there spending billions of dollars for things they can’t 
maintain. 

Mr. Sampler. It is easy at this point in the process to armchair 
quarterback decisions that were made eight or ten years ago. So I 
don’t accept the notion that this was poor planning. It was wartime 
contracting and war planning. 

Mr. Chaffetz. But wait a second. We have spent $102 billion, 
and now we are going to spend more money then ever, we are ac- 
celerating the spending as we are drawing down the troops. 

Mr. Sampler. Congressman, I don’t know that I accept the no- 
tion that we are accelerating spending. USAID is not accelerating 
our spending. 

Mr. Chaffetz. The overall spending, which includes USAID, Mr. 
Sopko, what is the number we have that you said has been appro- 
priated? 
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Mr. SoPKO. It is $22 billion, although Congress did cut some of 
the money, the end result is the amount of money sitting there that 
has been authorized and appropriated but not spent has actually 
increased. 

Mr. Sampler. Your point, though, your question. Congressman, 
is what are we doing to make sure that the Afghans can maintain 
the work that has been done. The environment from 2003 or 2004 
or 2005 up through 2008, 2009 and even last year has been one fo- 
cused on stabilization. 

Mr. Chaffetz. Well, we are talking about moving forward here. 
You say it is easy to be that quarterback on the armchair. But you 
have to look back, you have to understand what we have done and 
the mistakes that we have made. 

One of the key concerns, one of my biggest concerns is that we 
have U.S. money flowing to the very terrorists that wish to do us 
harm. I believe that everybody in USAID and the U.S. government 
wants to do good and help the basic Afghan person who is probably 
a good and decent person. But the reality is the terrorists know 
how to get this money from us. And they have been getting that 
money. That was highlighted in the report that my colleague here, 
Mr. Tierney, Mr. Flake, others had done through the host nation 
trucking. It was a great report. 

But we have to learn from that. You take issue with this USA 
Today article that came out. You said it was false. Mr. Sopko is 
quoted in there as saying USAID kept this information from Con- 
gress and the American people. 

Mr. Sampler. That is correct. Congressman. We have not with- 
held any information from your committee or any other committee 
in Congress. 

Mr. Chaffetz. Mr. Sopko, do you care to comment on this USA 
Today article? 

Mr. Sopko. I would start with, Mr. Chairman, did you get copies 
of the stage two assessments a year ago when you wanted all this 
information on reconstruction, or did you have to wait until I pro- 
vided it to you? 

Mr. Chaffetz. We had to have a hearing and we had to insist 
that we get the information. We had to instruct and hope and push 
the Inspector General to be able to get that information. 

There is a difference in camera review and giving this informa- 
tion to Congress. As is pointed out in this article, a KPMG audit 
of the Ministry of Rural Rehabilitation and Development says “A 
mechanism has not been developed for screening of beneficiaries for 
the possible links with terrorist organizations before signing con- 
tracts or providing funds to the suppliers.” 

This is an independent KPMG assessment. But the next sentence 
in this article, a copy of USAID’s version of the same document 
shows that mentions to links of terrorism were blocked out. 

Now, that is just projecting against something that is embar- 
rassing. It is not protecting some individual from life and limb. And 
that is the concern. 

Mr. Sopko? 

Mr. Sopko. Mr. Chairman, can I add a little bit, and I am happy 
to put a chronology in, the reason we were concerned is, back in 
May, if you recall, you originally asked for these documents you 
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had problems getting. We had problems getting them. And I don’t 
want to spend too much time on chronology, we originally were 
told, when I first found out about these documents, these assess- 
ments, that they were an embarrassment and we couldn’t get 
them. We had to give them, AID had to give them to the Afghan 
ministry, and this is what I was told by AID officials in Kabul, so 
they could review them, excise any of the embarrassing material. 
Nobody raised any concern about people getting hurt. It was em- 
barrassment. 

Eventually you asked the AID IG to get them. Eventually he 
couldn’t. We were contacted back in April of 2013 by the USAID 
Inspector General’s general counsel, the USAID general counsel, a 
State Department legal advisor, requesting that SIGAR not provide 
copies of the ministerial assessments to any Congressional com- 
mittee or member of Congress. SIGAR’s general counsel informed 
USAID and SIGAR that we had not received the Congressional re- 
quest but we would, and we intended, to provide them. 

On May 1st, SIGAR was told that USAID provided redacted cop- 
ies of the ministerial assessments to the House Oversight Com- 
mittee. OGR staff then requested the unredacted versions from us. 
At that time, we received from USAID copies of the redacted copies 
that you got, and that is how we were able to do the comparison 
when later we got a EOIA. 

Now, what is of great concern to me is, not only were these 
things about terrorism excised. Now remember, the allegation was, 
this was to protect individuals. We were going to delete individuals’ 
names all the time. But also what was deleted was the fact that 
some of the ministries lacked controls on management of cash, I 
don’t know how that implicates any security issue. And that they 
could not keep track of fixed assets and were using pirated copies 
of Microsoft software. And we are happy to give you, and it is listed 
in the letter my general counsel sent, about the other things that 
were redacted. 

The thing is, these are the redacted copies that we got from the 
AID general counsel’s office. These were the documents they gave 
to you. And I would add, my understanding, and only you can an- 
swer, Mr. Chairman, is did you get these? Which are far more 
damning and far more important to your work. 

The further question I would ask is, did the appropriating com- 
mittees get these? Did the other authorizing committees that are 
interested? Remember, the language requiring these assessments 
was put into multiple appropriations bills because the appropri- 
ators and the authorizers were concerned about the loss of direct 
assistance money in Afghanistan. 

Now, we were told during our audit by USAID headquarters offi- 
cials they had never even seen the stage two assessments. So we 
doubt seriously that they gave them to the Hill. 

Mr. Chaffetz. And this is the concern, that we are having to pry 
this information out, that it is not being forthright in giving us that 
information. 

Mr. Sopko, you mentioned that you believe that you have come 
across some funds that are actually being used or going to Iran. 
Can you expand on that? 
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Mr. SOPKO. We have an ongoing criminal investigation, as I told 
you, on the Ministry of Public Health. And specifically, the crimi- 
nality is focused in the system that AID praises as the great pro- 
tection of our assets. Allegations we have received, and I can’t real- 
ly go into too much detail, is that money is being diverted to go 
to purchase items from Iran. 

Mr. Chaffetz. Do you have a sense, can we get a sense of the 
dollar amount that we are talking about here? 

Mr. SoPKO. At this point I couldn’t tell you. I would have to talk 
to my investigators. 

Mr. Chaffetz. Have you come across any other allegations that 
money is being diverted to Iran? I am specifically concerned about 
the PLO, the petroleum oil lubricants. 

Mr. SoPKO. We haven’t gotten any new information on that, but 
as I told you the last time I testified, we have not, and by we I 
mean the U.S. government, has not instituted the real corrections 
they need to ensure that we are not buying fuel from Iran. And 
that is because of expense. So yes, we could be buying Iranian fuel 
to support our troops in Afghanistan. 

Mr. Chaffetz. I am well over the time. I am going to turn the 
time to my colleague, the ranking member, Mr. Tierney. 

Mr. Tierney. Thank you. First of all, let me just start by saying, 
Mr. Chairman, I assume that we should tell Mr. Sampler now that 
as we review the stage two assessments and other assessments 
with regard to the redactions on that or whatever, does the chair- 
man agree that Mr. Sampler has an opportunity between now and 
then to submit a blow by blow description of why each redaction 
was made. That would help you answer the issues that Mr. Sopko 
raised. And we will consider those. But it is concerning to listen to 
those considerations. And if you think of some reason why the com- 
ments or the statements that Mr. Sopko said were redacted, then 
tell us. 

Mr. Chaffetz. Oh, absolutely. If the gentleman would yield, the 
spirit here is to get to your full and complete perspective on this. 
But the allegations are pretty serious. It has been going on for 
close to a year. We are just trying to get the clean, unfettered infor- 
mation and of course, we will work in a bipartisan way and allow 
you to comment on those as well. 

Mr. Tierney. Exactly. Now, to both of the witnesses, has any- 
body ever assessed whether or not the country of Afghanistan is 
going to have a revenue trajectory other than foreign aid that is 
going to enable it to cover its general operating costs and when? 

Mr. Sopko. The World Bank has done that assessment. I believe 
we reference it in our statement. And it is not a pretty picture. I 
think we are talking about 30, 40, 50 years out. And so the discus- 
sion about minerals, we are talking 50 years out, 70 years out, as- 
suming the best. So in all likelihood they will be a client state for 
years to come. 

Mr. Tierney. So the more infrastructure that aid from any 
source helps to build, the more operating and maintenance costs 
accrue to a country that doesn’t have revenue to cover its existing 
operation and maintenance costs, never mind additional ones, is 
that correct? 
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Mr. SOPKO. That is very correct, and we reference that with, un- 
fortunately, gory detail with all the audits, and we are happy to 
provide others about roads that have no sustainability, buses that 
have no sustainability, you name it. They can’t sustain it. 

Mr. Tierney. Can either of you identify for me any other nations 
in the world that are substantially operated only by virtue of for- 
eign assistance and that would not be able to be liquid in and of 
themselves? 

Mr. SoPKO. I only cover Afghanistan. I will turn to my colleague, 
here. 

Mr. Sampler. Congressman, most of my work has been in failed 
states, that for a number of years after emerging from failed state 
status are client state and continue to be for some period of time. 

Mr. Tierney. Has that period ever been 40, 50 years out? 

Mr. Sampler. Congressman, I don’t accept the notion of 40 or 50. 
I don’t have an alternative to it. It is predicting the future. Cer- 
tainly more than a decade there will be some form of client state. 

But the notion that infrastructure should be subsequent to being 
able to be self-sustaining is, I think, flawed. 

Mr. Tierney. I am not sure that anybody made that case. They 
are just making the case that as it happens, it increases the cost 
of maintenance and operation. 

Mr. Sampler. It also increases economic opportunity and growth, 
which pays for that. 

Mr. Tierney. That would depend on whether or not it was well- 
constructed and actually worked. 

Mr. Sampler. And it does work, Mr. Congressman. 

Mr. Tierney. Well, let’s see whether or not the Kabul power 
plant actually works and has the fuel necessary to do that. Is the 
government subsidy from Afghanistan, I understand it was sup- 
posed to expire this month, last month, actually. What happened 
with that, Mr. Sopko? 

Mr. Sopko. I don’t have the answer to that. Maybe Mr. Sampler 
does. 

Mr. Tierney. Did the Afghan subsidy to the power plant expire 
last month? 

Mr. Sampler. They have stopped subsidizing DABS, yes. 

Mr. Tierney. So who is paying for the fuel now? 

Mr. Sampler. In Kabul, the fuel that the Tarakhil power plant 
generates is paid for from electrical subscribers in Kabul. 

Mr. Tierney. And how about the rest of the patrons that are 
supposed to be served by it? 

Mr. Sampler. I am sorry, the rest? 

Mr. Tierney. More than just Kabul is supposed to be served by 
that power plant, correct? 

Mr. Sampler. The 105 some odd megawatts that it generates is 
generated to what they call an island of distribution. And that is- 
land of distribution pays for that power. And Mr. Samadi tells me 
that they have done that in 12 other provinces, smaller places, 
where they have diesel generators providing power. 

But it is important to note that Tarakhil is not meant to provide 
regular, routine power. As Samadi acknowledges, it is more expen- 
sive than importing electricity. He calls it a peaking plant. I would 
call it reserve power. Just last week, the power line coming from 
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the north into Kabul, snowfall shorted out the power line and they 
lost it. But rather than have brownouts and blackouts in Kabul, 
Tarakhil fired up and they run this expensive diesel. 

But Mr. Samadi, who is the CEO of DABS, assures me that they 
pay for it out of the revenues they collect. 

Mr. Tierney. Have you been able to verify that? 

Mr. Sampler. I have been out to Tarakhil a number of times and 
in fact, stood by a generator when it fired up without me knowing 
it was happening. They do turn it on and they do turn it off. 

Mr. Tierney. An awareness issue, right? 

Mr. Sampler. Right. But I can’t confirm that the payments they 
make cover the cost of diesel. I can take that as a QFR and come 
back. 

Mr. Tierney. Thank you. Thank you, Mr. Chairman. 

Mr. Chaffetz. The gentleman from Vermont, Mr. Welch. 

Mr. Welch. I would like to get back to what are some practical 
steps we can do that will work. As a precondition of having aid, 
number one, shouldn’t there be some confidence there will be a sus- 
tainable revenue system? And my understanding is Afghanistan is 
taking steps toward doing that. 

And then number two, should we condition aid on Afghanistan 
putting their own money in a project? Both of those would go hand 
in hand because if they are going to put money in a project, they 
have a way to raise money and they do have an economy. 

So I would really appreciate your opinion as to whether those 
might be simple ways to try to get greater accountability. A, do we 
want it as a condition that they establish a revenue system and B, 
do they have to put money in any project? I will start with you, 
Mr. Sampler. 

Mr. Sampler. Certainly. The World Bank actually has incentive 
programs that are driven to encourage the Afghans to generate rev- 
enue streams. USAID has programs in place, the Afghan Trade 
and Revenue program is an example. It specifically focuses on al- 
lowing the Afghans to collect tariffs at customs stations and makes 
sure that the money goes into the coffers at Afghan banks. 

Mr. Welch. My question is, is it being done? In other words, we 
can conceive of these things, but there are so many impediments 
on a practical level in a country such as Afghanistan to do things 
that haven’t been part of their tradition. 

Mr. Sampler. Right. 

Mr. Welch. What I understood from Mr. Sopko is that on the 
other hand, if we come in and put in these huge projects that have 
as an unstated but necessary assumption a local capacity for rais- 
ing revenue to sustain it, for having engineering expertise to fix it, 
all of these things that actually don’t exist, then we are just ships 
passing in the night. And a lot of this is, from my perspective, 
guaranteed failure even before you get to the corruption. 

So my view is that there has to be something really simple that 
takes into account the practical limitations of the Afghani revenue 
stream, the practical limitations of their skill test, and then have 
a right size approach which would be intended to actually have a 
chance at working. 

Mr. Sopko. Mr. Welch, I think you have hit on it. And they key 
thing is conditionality. It is great that Mr. Sampler is talking 
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about, we are going to help raise revenue at the border. I just 
noted in my speech, I just came back from Torkham Gate, which 
is the largest customs post. And we can’t get to it any more. No 
American will be able to get to Torkham Gate to check and see if 
they are stealing half of the revenue. And that is the problem of 
corruption. 

We know it is endemic. We have to build programs that deal 
with it. And that is why conditionality. And I applaud Mr. Sampler 
and USAID for their conditioning, I believe it was, $30 million held 
back. Unfortunately, it was on a $17 billion program. So the condi- 
tionality has to be not just on an incentive program, it has to be 
with one voice, with our allies, to condition putting the internal 
controls in, putting the asesssments in, fighting the corruption. 

On the corruption issue, we still have a dysfunctional judiciary 
over there. We have never conditioned on that. We have a dysfunc- 
tional financial system, and I know the chairman is very interested 
in the Kabul bank issue. 

Well, FATF, the Financial Action Task Force, just came in and 
downgraded, downgraded Afghanistan and if they continue to 
downgrade it because they don’t have a money-laundering statute, 
just like Mr. Sampler said, they still don’t have that statute deal- 
ing with minerals. 

What will happen in June is, they will be blacklisted, which 
could have tremendous implications to any corresponding bank. If 
you don’t have a banking system, you are not going to have finan- 
cial investment. So the thing is, you have to prioritize, our U.S. 
government, not just AID, it is everyone, prioritize the condition- 
ality and fixing these issues. We still, and I will end by this, Mr. 
Welch, we still don’t have a coordinated anti-corruption strategy for 
the U.S. government. We have highlighted that in two audits. If we 
are really serious about corruption, why don’t we have a strata^? 

Mr. Welch. Here would be what I would find some comfort in. 
If the two of you had an agreement that could be stated on one 
piece of paper that said what the conditions were, or the pre- 
conditions really, is it a revenue stream, is it putting money into 
the account at the same time we put money in an account? But 
things that are up front that are very simple to measure and don’t 
depend on trust, they really just depend on checking the bank ac- 
count. 

Mr. SOPKO. We do that in every audit we have. We have rec- 
ommendations. The problem is, I have to be independent. So I can’t 
design a program, as much as I would like to, with Mr. Sampler. 
Because then I can’t come back in and audit it. So by definition I 
can’t design programs. 

But we have many recommendations, and if you look at my 
statement. Congressman, there are like 40 or 50 audits done by us, 
the AID IG, the State IG, the DOD IG, and the GAO with tremen- 
dous recommendations that USAID and the rest of the government 
should follow. 

Mr. Welch. I just want to say one last thing. Mr. Sampler, I 
really appreciate the work that you guys do, USAID. You are just 
dealing with an incredibly difficult situation. And you are on the 
receiving end of a lot of the frustration we have. But a lot of us 
are responsible for some of the policies that got us to where we are. 
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So I just want to say a sincere thank you for your service and 
to you as well. We are not beating up on you as much, not today. 

[Laughter.] 

Mr. Chaffetz. The gentleman yields back. 

I do have a few more questions and I appreciate the indulgence 
of my colleagues here, to go through some of these. It have looked 
at maps, and it is hard not to do it with the maps, but one of the 
biggest concerns is the diminished security situation and our abil- 
ity to get out, review these projects, see these projects. Remind me 
again what percentage of the areas, do we have percentages or 
some sort of metrics to try to quantify, we are investing, spending 
money on all these projects in various parts of the country, we can’t 
get out and see them. 

Mr. SOPKO. Mr. Chairman, it is hard to do that. Because we don’t 
know the number of troops we are going to have. We also don’t 
know the number of enduring bases. So we are guessing. But at 
our guesstimate, I think we are saying less than 20 percent of the 
country. 

Now, what I also mentioned is, that is assuming the very best. 
That is assuming good weather, we can get out there. The problem 
with those circles, as I indicated, is they are now turning into 
Swiss cheese. I have auditors and inspectors who can no longer 
travel to certain sites, even inside the bubbles, because they have 
to go down a road where there is an Afghan security base and 
booth and they check them out. The next kilometer down, there is 
an insurgency toll booth and base. So we can’t go there. 

That is the problem. Bottom line is it is getting harder. 

Mr. Chaffetz. Is there any other update? I appreciate your 
bringing up the information on the Kabul bank. Do you have any- 
thing else you can share with us regarding the Kabul bank situa- 
tion? 

Mr. SoPKO. I think the important thing is not focusing on the 
exact money inside the bank. But it had to be recapitalized, and 
that money had to come out of the central bank, and that is over 
$500 million. When you are dealing with a country like Afghani- 
stan where they have very little money of their own, we know that 
donor money had to be used for that instead of better purposes. I 
think that is the thing to consider. And also the problem with the 
whole financial sector. 

It hasn’t gotten any better. That is what people are telling me 
on the last trip, with their financial sector and their ability to over- 
see the financial sector. 

Mr. Chafeetz. Mr. Sampler, there are these news reports about 
USAID and Cuba, relating to Twitter accounts and that sort of 
thing. Do you have any insight into that? 

Mr. Sampler. I don’t. Those are in my pile of things to read after 
this hearing. Congressman. I haven’t had a chance to look at that. 

[Laughter.] 

Mr. Chaffetz. Put that at the top of your pile, if you would. I 
would appreciate it. 

I want to go back to this what you called the mineral wealth 
trap. What are the concerns there? What are the things that you 
are suggesting they need to do or not do? 
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Mr. Sampler. Congressman, the Task Force for Business and 
Stability Operations that the Defense Department ran started 
early on working with the Ministry of Mine and Petroleum to build 
their capacity to manage contracts. And to manage contracts for 
what may be up to $3 trillion worth of wealth that is buried in the 
soil of Afghanistan. 

They recognize that if the government gets ahead of the contrac- 
tors and of the vast multinational corporations who want to exploit 
that wealth, the government can benefit directly and in significant 
ways. The resource trap is one, however, where the government 
never builds that capacity. The institutions don’t reach maturity 
before the external bidders can take control of the resources. 

So the notion is, Afghanistan owns these resources. The people 
of Afghanistan should benefit from them. How can we get laws on 
the books and transparency into those laws so that as the resources 
are exploited, the benefits accrue to the government and to the peo- 
ple of Afghanistan? 

Mr. Chaffetz. That is interesting. In the long term, I really 
would appreciate being kept up to date on that. I would appreciate 
it. 

One other thing I want to talk about are these incentive funds. 
I believe the number you used was $75 million? 

Mr. Sampler. That is correct. In last year’s budget, we used $75 
million. In this year, we incentivize $100 million. 

Mr. Chaffetz. Are these bonuses? 

Mr. Sampler. They are not. This is money that comes out of ex- 
isting programs that we incentivize. 

Mr. Chaffetz. But where does that money go? Does it go to indi- 
viduals? 

Mr. Sampler. No, it doesn’t. Congressman. It goes to the Min- 
istry of Finance for something that we will negotiate with the Min- 
istry of Finance. 

Mr. Chaffetz. Give me an example. 

Mr. Sampler. The $50 million they receive for having succeeded 
in getting the election laws on the books in a timely manner and 
appointing the different chairmen and the different commissioners, 
that money went to the Minister of Finance for a particular pro- 
gram that the Minister of Finance wanted to fund but that we had 
not funded heretofore. 

The money that we don’t award can be awarded by USAID for 
programs that the government of Afghanistan has no interest in 
seeing. So in other words, he gets to choose programs that are of 
more interest to him if they meet the objectives. If they don’t meet 
the objectives, and we choose programs that are of interest to us, 
then we put the money somewhere else. 

Mr. Chaffetz. I just fundamentally don’t understand. Again, it 
is above and beyond just USAID. But here we are spending $102 
billion and we have to provide these guys incentive bonuses to 
achieve their metrics and their goals? It sounds like a bonus to me. 
You may say, oh, it was appropriated. But we wouldn’t have spent 
it otherwise. It is not as if we saw some critical individual need. 
And you are going to up that from $75 million to $100 million? 
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Mr. Sampler. What is useful about the incentive, Congressman, 
it is not incentivizing individuals, it is incentivizing the parliament, 
for example, to make difficult decisions. 

Mr. Chaffetz. But isn’t it incentive enough to say, you are not 
going to get any of our U.S. money unless you do the right thing 
and set up the metrics and the oversight that you need, we are not 
going to give you that money? 

Mr. Sampler. Some of these are more institutional. The elimi- 
nation of Violence Against Women law was something that was not 
politically palatable to the parliament in Afghanistan but is abso- 
lutely essential to us that that be done. So we have incentivized 
the passage of that law and the implementation of quarterly re- 
ports about violence against women in the provinces. Without some 
sort of incentive, the president and the minister of finance and the 
cabinet would not have had the horsepower to turn Afghan parlia- 
mentarians in the direction of doing this thing. 

Mr. Chaffetz. Wait a second. Lobbying money? 

Mr. Sampler. No, I wouldn’t describe it as lobbying money. It is 
an incentive to get the parliament to do the things that we need 
them to do. 

Mr. Chaffetz. So the parliamentarians get this money? Who 
gets the money? 

Mr. Sampler. No, that is not correct. The Minister of Finance, 
the money that is received 

Mr. Chaffetz. Going back to the specific example of the women’s 
violence issue, where does that money go? 

Mr. Sampler. Again, it goes to the Minster of Finance, it does 
not go to members of parliament or even to the parliament, but it 
goes to the Minister of Finance for programs that he has identified 
that he would like us to fund that we heretofore have not. And 
then the same project oversight measures kick in. 

Mr. Chaffetz. So we go through all these assessments, we have 
all these things, we have these objectives. It doesn’t even show up 
on our top 200 list. But he has his own pet project over here, which 
we will fund if he passes legislation that — I mean, we have a lot 
of laws here in the United States of America that prohibit that 
type of thing happening here in the United States, and we are up- 
ping the amount of money that we are going to use for this pro- 
gram? 

If we incentivize the Secretary of Education to get some laws 
passed here in the United States Congress, and by the way, we are 
going to go ahead and take your pet project over here and fund it, 
we weren’t going to do it otherwise, but we will fund that, are you 
kidding me? That is the very essence of corruption. And we are 
funding that? 

Mr. Sampler. Congressman, it is not his pet project. These are 
programs that 

Mr. Chaffetz. It is a project that he gets to pick. It didn’t show 
up on our list. 

Mr. Sampler. The government of Afghanistan, I should not char- 
acterize it as the Minister of Finance. It is a project of importance 
to the government that we have not yet chosen to fund. We still, 
it isn’t a matter of we are obligated to do certain things. It is a 
sense that if the government can make these certain milestones 
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that are a part of the Tokyo mutual accountability framework then 
we will incentivize their compliance and their achievement of those 
milestones. 

Mr. Chaffetz. I don’t want to get caught up on semantics, but 
I am just telling you, you have an incentive fund, it sounds like a 
bonus, it sounds like a slush fund, it sounds like a lot of very nega- 
tive things. I guess my question to you is, would we do that here 
in the United States. Would we do that with our own government? 
Would we do that? And I don’t expect them to mirror everything 
we do in the United States. But you are going to have to help ex- 
plain why we have $100 million sitting over here that we have this 

f reat discretion from, we are going to take it from $75 million to 
100 million, and if they do things that they want to do then — I 
just don’t understand. 

Mr. Sampler. Congressman, one of the challenges in Afghanistan 
is that their government is chronologically where we were when we 
disbanded the Articles of Confederation and started over. 

Mr. Chaffetz. Oh, it is more like the Stone Age. Fred Flintstone 
is more progressive than a lot of places in Afghanistan. And that 
is the problem. We are $100 plus billion dollars later, and they 
don’t have the infrastructure to do the basics. I feel for those peo- 
ple. 

But the Special Inspector General asked for a list of the ten most 
impressive, most successful programs in USAID and the ten least. 
There are going to be some failures, we all understand and appre- 
ciate that. When are you going to provide him, and I would like to 
have a copy of this as well, a list of the projects, the most success- 
ful and the least successful? 

Mr. Sampler. Congressman, we don’t rack and stack our projects 
by most and least successful. 

Mr. Chaffetz. But you go back and assess them, right? 

Mr. Sampler. We do. But they are not compared one against an- 
other. It is like asking me which of my sons do I love the most. 

Mr. Chaffetz. No, but you are going to tell me whether or not 
they were successful in doing something or not. These are very tan- 
gible items. If we are building a power plant or we are building a 
school, we are trying to build a water well, you have to know. 

Mr. Sampler. Congressman, we can share on any given project 
what they succeeded at doing and what they haven’t yet succeeded 
in doing. 

Mr. Chaffetz. So you are not going to comply with the request 
from the SIGAR? 

Mr. Sampler. We have provided a list of our top ten accomplish- 
ments in Afghanistan. 

Mr. Chaffetz. Has USAID satisfied your request, Mr. Sopko? 

Mr. Sopko. Absolutely not. They have given us just some gener- 
alities. We have increased health, we have increased education, we 
have increased the lives of women and children, which is great, we 
all support it. But we are in the game of what particular program 
or programs or policies led to this tremendous doubling of the age 
or the increase. Because you are required by 0MB regulation to 
have that information and they are not providing it. 

So no, they have been totally non-responsive. 
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Mr. Sampler. To my knowledge, we are not required to rack and 
stack one contract or one program against another. I am more than 
happy to share any information about the successes of specific pro- 
grams. But I do not rack and stack one program against another 
and say, this one was better than that one. 

Mr. Chaffetz. You can understand the concern when we get the 
report from the Special Inspector General for Afghan Reconstruc- 
tion, Congress set this up so we can have some third party 
verification of what is happening and not happening. And he un- 
covers lists of things that don’t happen. It is a tough place. We 
have good people in the most difficult circumstances I can think of 
on the face of the planet. The people out there, USAID, are doing 
yeoman’s work. We understand that things are going to fail. 

But the concern is, when we are $102 billion into it, and most 
of that is DOD, it is not USAID, we continue to pour money into 
this thing and we haven’t tackled the most basic problem which I 
think is corruption. If I had to list my top three or top four con- 
cerns, corruption is right near the top of that list. 

Mr. Sampler. It is at the top of everyone’s. And Congressman, 
it is not correct that we haven’t addressed it, we just haven’t licked 
it. 

Mr. Chaffetz. But when you have 333 different recommenda- 
tions and you only insist that they implement 24, I have a problem 
with that. We have an example of the SIGAR coming in and seeing 
an agency or ministry that is doing it the right way. Why don’t we 
insist that everybody do it the right way? They don’t get the money 
unless they do it the right way. More than a decade later, and you 
think we would have learned this lesson. 

Mr. Sampler. The DABS report that I think you are referring to 
as having a ministry that does it the right way actually is the 
model that is used in other ministries. What we are not doing at 
this point in time is disbursing our resources across all 700 risks 
that have been identified. We are focusing our resources on the 
risks that surround U.S. taxpayer dollars. In other words, we are 
huddling around money 

Mr. Chaffetz. NBC News just had this report out today or yes- 
terday, Afghan prison built with U.S. money falling down before it 
opens. 

Mr. Sampler. I wish I could comment on that, but that is not 
something we built. Congressman. I saw the story and expected to 
hear about it, but I just don’t know what it is. 

Mr. Chaffetz. It says if falls within U.S. State Department. This 
is the first paragraph, an $11 million American-funded prison in 
Afghanistan is falling apart before it even opens. And the U.S. 
State Department plans to rebuild it, call for shoddy construction, 
a government watchdog said Wednesday. 

I have gone way past my time. I will yield to the gentleman from 
Vermont, if he has questions. 

Mr. Welch. I actually don’t have any more questions. But I am 
hoping that we can do is find a way, Mr. Chairman, to perhaps leg- 
islate some conditions and bring that to the full House for consider- 
ation. We just can’t keep asking taxpayers to blow this money. 

And it is not just about blowing money, if we have a model there 
that simply doesn’t work, where this is a total mismatch between 
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their resources, their governmental structure and their ability to 
sustain projects in hindsight may have been grandiose or mis- 
aligned. Let’s just not keep pouring good money after bad. 

The dilemma, of course, is that it is in our interests as well as 
the Afghans’ interest that they don’t have a failed state. So the 
goal here is one I share, I think that is a very important goal, both 
for strategic and security reasons and humanitarian reasons. 

But the fact that we share a goal doesn’t necessarily mean we 
have the means of achieving it. That is the dilemma. And I just 
think that the responsibility that we have in Congress and often- 
times have not accepted is to call the question. And I think that 
if we are asking our soldiers or we are asking our State Depart- 
ment people to do something that is trying to fit a square peg into 
a round hole, when we ask you to do it, you will do it. Then we 
will go to you to say, why is it not working and we forget that we 
are the ones who started the whole thing in the beginning. 

So there is a certain amount of looking in the mirror that I think 
Congress has to do on these policies. But Mr. Chairman, I do think 
it is time, we are asking the question here, but I would like to see 
our committee make that statement to the Congress as to what the 
findings are that your work and Mr. Tierney’s work has provided, 
and then maybe as a committee come to some conclusions about 
next steps that we can take that will not have us keep digging in 
the same hole. 

So I thank you and Mr. Tierney for your leadership on this. 

Mr. Chaffetz. Thank you. This is truly an effort that I believe 
is bipartisan in its nature. I do think it is important for Congress 
to understand and look back on what has worked well and what 
hasn’t worked well. We are honest about the fact that there are 
good things and there are bad things. If you are refusing to rack 
and stack, as you said, I would appreciate it if the Special Inspec- 
tor General would go through that exercise. You highlighted a lot 
of concerns. But we will do it that way, if USAID doesn’t want to 
participate. 

Mr. SoPKO. We will do that, sir, it is part of our mandate. But 
as I tried to explain and maybe it wasn’t artfully enough, I can 
draw lessons learned upon failures or successes. I am required by 
statute to do lessons learned reports. I would prefer to do them on 
a mix of information. But I can’t get generalities that health care 
has been improved. Well of course, it improved. If you throw a hun- 
dred billion dollars at it, obviously it is going to improve. If you 
stop the shooting war, of course it is going to improve. 

And then I hear education has improved, and at the same time, 
there were no buildings. Well, they start comparing education right 
during the war or right after the war. Of course there was no edu- 
cation. Everybody was scurrying from the Taliban and the bullets. 

So I need something specific because you are demanding from 
me, look at the programs. And if the information isn’t provided to 
you, what are you left to do? Across the board cuts. And that is not 
the way to do it. Because that cuts the good programs as well as 
the bad programs. 

So that is what we need to know. Thank you, sir, we will try to 
do that. 
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Mr. Chaffetz. Thank you. Thank you both. I appreciate this 
hearing and the good work that the men and women do on the 
front lines. 

This committee stands adjourned. 

[Whereupon, at 12:01 p.m., the committee was adjourned.] 
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USAID 

FROM THE AMERICAN PEOPLE 


April 16, 2014 

The Honorable Jason Chaffetz, Chairman 
The Honorable John Tierney, Ranking Member 
Subcommittee on National Security 
Committee on Oversight & Government Reform 
U.S. House of Representatives 
Washington, DC 205 1 5 

Dear Chairman Chaffetz and Ranking Member Tierney: 

Thank you for your continued interest in and oversight of the work of the United 
States Agency for International Development (USAID) in Afghanistan. Pursuant 
to USAID’s ongoing discussions with you and your staff regarding our programs 
in Afghanistan, I am writing to provide the Committee with copies of USAID’s 
Approval of Use of Partner Country Systems (AUPCS) memoranda and Stage 2 
Risk Assessment reports prepared by Agency staff on seven Afghan ministries. 

These documents represent an essential component of USAID’s approach to 
minimizing risk and developing stringent safeguards in the implementation of 
direct government assistance programs in Afghanistan. Direct government 
assistance is an important part of USAID’s bilateral assistance program in 
Afghanistan in support of U.S. national security objectives and is crucial to 
building the Afghan government’s ability to sustain the investments and gains that 
have been made and reduce its dependence on donors over time. 

The AUPCS memoranda and Stage 2 Risk Assessment reports are being provided 
pursuant to the agreement between the Chairman and Ranking Member of the 
Subcommittee as reflected in a colloquy at the hearing held by the Subcommittee 
on April 3, 2014. These documents are mutually supporting and should be read 
together rather than as distinctly separate documents. 

The documents are being provided in addition to the information on USAID’s 
direct assistance program in Afghanistan that USAID has already provided to 
Congress through Congressional Notifications (CNs), briefings on CNs and on 
direct government assistance, independent risk assessments, and written and oral 

U.S. Agency for (ntemationai Development 
1300 Pennsylvania Avenue, NW 
Washington, DC 20623 
www.usaid.gov 
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testimony. As you know, USAID has also worked closely with the Special 
Inspector General for Afghanistan Reconstruction (SIGAR) and USAID’s Office 
of Inspector General (OIG) to provide information about the Agency’s programs in 
Afghanistan. 

Based on the colloquy at the hearing on April 3, we understand these documents 
may be entered into the official hearing record. For privacy and security purposes, 
the documents include redactions of the names of Afghan individuals, other than 
the names of Afghan Ministers that are publicly available, and the Agency’s non- 
Afghan employees below the level of Deputy Mission Director. 

USAID will continue to make available to Congressional committees upon request 
full access to unredacted versions of its assessments, including these AUPCS 
memoranda and Stage 2 assessments, either in the Committee’s or USAID’s 
offices. As a result, the Subcommittee will be able to review the information that 
has been redacted for privacy and security purposes. 

We would also be pleased to meet with you or your staff to provide a briefing and 
answer any questions you may have regarding USAID’s assistance to Afghanistan. 

Cordially, 

T. Charles Cooper 

Assistant Administrator 

Bureau for Legislative and Public Affairs 


Enclosures 
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USAID AFGHANISTAN 


raCirt: THE- AMetiC.'.N' reOPM 


January 10, 2'013 

c:c?iO!TffE i B . oir.ir i »iOT..A[ifirni:» 

ACTION MEMORAN DUWi FOR THE MISSION DIRECTOR 


TO: 

FROM; 


S:. Ken Yamashfea, MRsiftn Director 

, ^ • " (b)(6) 

pfS) 


SL'BJECT; Approval of Use of Paraicr Country Systems (AIJ PCS) - The 
Ministry; of Public Health (MoPH) under ADS Chapter 220 


ACTION REQUESTED: 

In accordance tvlih Automated Directive System (ADS) Chapter 220. you are 
requested tt) approve the use of partner coTiniry systern.s in connection \vit.h 
USAID's assi-startce to the Go\*ernmeni of the Islamic Republ ic df Aigitan isfarr 
(GIRoA) through the Minisity of Public Health (MqPIT), This approval 
determination tviil remain in force for approximately a three-year period 
thrnttgh Fiscal Year End (FYE) 2()15. This approvTd authority' will include all 
ourretit and future proposed Gaveniment to Government {<j 2G) assistance 
activities between USAID and the MoPH dirough FYE .20 15. 

The inittal proposed G.2G direct assi.stance.. activities inciade: 

e Integrated {lealth Services Systems Sirengiheni.iig Prograot (IHSSSP) - 
USAID total epntributipn estimated at $430 itiiilion (of which S32S,8 
million is on-budget). 


BACKGROUND: 

The MoPH is the steward of the Atghan health 5ector:arid :e.rssurss access , to 
apariiy healthcai-o^fbr all .Afghans as guaranteed in the CGnstitution of 
.Afghanistan. IlierMinisiry is led by H.E. Ylinhstcr Soraya Dfilil ;aod three 
Deputy Ministers tor /Adtn!ni:StTation..PBliey and Planning, and ScnTce 
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Pravisian, respeciivelT, i|nder AD§ '220, .the KtoPl-l &: GIRo A Miriisir}' 

cransfttutes a pm'tner-gov'etti.ment ientitj', 

in ,20.03 tte M:oPH decided to adopt s .stewardship foie, rather tlran directly 
implement: health srawiees, This:«tfategy Tesulted in the MaPH c.oniractiBg foi’ 
tliB< Basic Package af Health Ser^':ices,:(BPPIS) and the Essential Psckage of 
EospitapServicas (EPPIS) thfeiogh :.iiah-:gdveftimeittal organiaatioHs .(h^GOs), 
and ettsured that ja.stanciard.bted paskage-.of basic services 'Wotitd he available in 
all health care facilities, USAID's G2G assisuince to the M;oPPi will stippoit 
G:lRQA'S..UT)plenientati:cn oftjte BPHSiand .EPiiS. Both die BPH&,andthe 
.EPHS aretdirectiy managed.bvthe MoPlEAvith fiindbig coitiinitments proyided 
by three donors - USAID, the Wofld Bank.. rmd te Eufap.eafi iLlnipn (BUJ. lii 
20;(33, the MoPH d.ividec! Afgbanisthirs 34 provirtess tmiong the fltree major 
donofs:' USAID (1.3 provitices), the World B.ank.(M provinces), and tbe ElJ (,10 
priivjrtces),. withc^achdlopprB funding, supporting, the. provision of BPHS and 
EPliS wdthin :the allocated, pr&sdnces — a sitriation tltat cominues to this day, 

US ATD wylll.provkie :a,fBbudget technical assistance (o sysietnancBlly aceelecaie 
the. continued transfer of techn ical capacity atKi i.jitpfoye progt'aifi rnariaaement 
l>y .the M.O.P.H.; proitiote greater Atglian leadership .in The public,;; private and non- 
gowefflmeitcal health secibrs; eruiure.appropriate fiSAlD oversight .of ;the on^ 
budgec;irtitktive,s:; .and Itlrther empower die MbPH to ;e,Becfiyely deHver Itedhh 
:S,ervice:s and manage prograni.s in a transparent ittanner. 

Comnlvliig wiTh, USAID Policy 

.Aiitcirtiated .Dheotives System (ADS). Chapter 220, ''Etse of RelisbD Partnei*' 
Coujitry vSj'stemii for Direct Manageinent and .Imp!erneiita.tipn of Assistance^” 
establishes the “Public pinahcfal Management Risk Assessment Framework:” 
(PRMRAF) as the Agency’s accountability mediardsm to protect, U,,S. taxpayer 
funds :1mm iirtreaspnable risk ;rind td nlayimize thevalue; q.f,G2G develppm.eFit 
divestments. ApptPval of the AUPCS by the Mission Director Should be done 
on lhe basis . of identified, assessed, allocated, aiid. evaluated: risks and may 
contain risk-mitigation measures. Approval takes place after :tbe. completion of 
a series of macro-level and enfity-level risk assessKienfs;, and at: a time when the 
Mission .Djrector deterrnincs the apprapriate fiduciaiy relationship. \vit}i:th8 
institution can exist. 

Duetotheforrnal date xif isSuaJiCe of ADS 220 (March 2012) and previous on- 
budget cammitmehts by the US Govemmcrit tathc GIRo.A, .8 imyiest for a 
formal A,iinim:isiratQr tvaiver:of:ap;pTieatl 0 n of aDS 320 regu-ircmchts Was 
initiates for USAID,dAi!dianigtart in. August iOl 2, Tnc waiver was approved by 
the USAJD Adminisirmor on Hovemher 20, 2012.. The .Waiver, foesrses 
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pftoarily on compliancy, \vjtb:guidance on, Stage 1 PFMRAF RapjdAppraisa|S 
and Eiihanced Deinocracj'i Human. Rights. ^.ind Covtenianee (DRG) re^dew, Ti^e 
Stage I Appraisal and .the bRG review are macro-level assesstuenis, wiiich 
assist ■with uoderslandiag the risk environmerft in tEirgeted countries to inform 
deeisians wdietherito coiMldcr :ihe.useof;apatineT country's systents, 
USArDiA.ighanistan, fcts never .conducted the macro-level mhanced pRG 
review and the Stage J assessments .upon-GIRoA, as.rcquired under ciBTeiitfj' 
issued ADS Chapter 220. Given the jhistoiy' ol'GGG assistance in Afghaiiisian, 
this siEUiVtbn. }S,unde,iSla.i3dah.le. 11ie-macro-leve.!..as8esBmeEits;:are tGguittephe 
decision process about whether G2Q assistpjice should hexonsidered as a 
bilateral assistance objective. In. AFgfeanistsit. tltal decision was made several 
years ago at ;tbe highest levels of the UiS. Bevati.m.ent. Tbe.Obtitna 
administratia.n's foreign, policy decision in.January 20]() comiriltted the USG to 
direct G2G assistoce to GIRoA.. This eotnmj.tment was not made subject to. Efie 
review ofiTracrtwlevel.risk in Afelt.aBistan, 

.Even -vvilh the twuver in place, the Mission, still must, ensure that USG funds are 
properly safeguarded and fidnciary risks are appropriately identiSed and 
mitigated. To thatxnd, the Mission has conducied , an entity-level public 
Tijjimctal manttgerncnt, r,is!s,a.sses.smen|;upon the MoPH whicii is coinparablefn 
all mtucria] respects to those PFTylRAF: St.age 11 R'isk Asses-sments completed ifey 
■other missions aitci descrihed in ADS 22d, itnd no due diligence is 
compromised. The Mi.ssion's risk assessmenl, like the ADS 220 PFMRAF 
Stag© II .Risk Assessment for institutions, ,e.N.ami.nes the capacity, eontrol 
systems, :. and day-to-day praeticas used in the: PFM systems infhe ministries, 
dep.Eirtments or agencies that may be,respoitsib.le for ntaking and ,carryin;g',G,ut: 
decisions .and actions related to proposed tj2G itsaista-nce wltieh: liSAID will 
prG.vide. The pai-pose o'fthis ri.sk assessment is, to identify a.ndchara.et.erizethe 
fiduciary risks .o.f tlte ins.t.mstion vviihin the pEinner government to hiforra. 

US.AID in determining -whether use of partner country .systems i.s suit able with 
theinsthulion. 

t.( SAID, 'vitli the partieipatioii; of GIR.o,A„cp.atruciei| a .thiTd-pury' to CEtrry :Oyt 
the .Stage; II ectih'i’alent Risk AssessTneni of die, MitPIl, The; re-po.rt: was is'siied in 
April 20:];2, 


:DISCDSSIQ.N,: 

Fiduci ary -pJsk - 

The m:isBion recognizes that A.fglmn.istsJi is a high-risk environment, but is boilt 
an ’‘overEirching foreign policy” concern- -aiidct ‘Aatiopal .sec-ur-iiy int-eresF- 
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wntlinttiw -rriean jflg of ADS 220. .Q2Q attivitfe may tmhrWi risk fictO’'s 
beyond those eneounter.ed in. other develapmiisit environments. In any. case,. 
G2.S. acti.vrties are expected to .shew posittve: :deveiop.m:ertt out® m.e.s, .evpn : if a 
maDageahle risk of loss exists and. risk njitjgat.ion is sub-optiaml. I'k& MissiQn 
assumss no accep.taBle iet'cl.of iTaud. AJl.ideRtified.risks will, bc: mitigated, 
f^ere risks ape deemed hlglt by .USAI.D,:mkigat|oiis wi ll be implemented prior 
to or coneurrenl with the disfeursement of US govei-nment ftinds to fussure 
maximum protection of U.S> iaxpaj-er doftars. Other risk rnitigailon wiil 
correspcntd. to the level of risk identified. 

The Missicm aesotfetC-s canditions precedent, based upon risk mitigatiOB plans 
developed in..ac®rdattce W'ith the process set forth in .ADS 220, in all 
agreenients wher&.soverntnent entities Itave identified risks and where a: 
cphditiipn precedent is the appropriate athigation treattneivt. Die conditions^ 
pir®ecient will. irsitigaLe risks and cpntribulc to an appropriiite intermtl control 
.environment: Other risk treatments wil 1 continue throughout the life of die 0:2G 
aedvit);' or until sufficient capacity is deino.nsfrated hy the .partner gaycnintent. 

The Mission yvil! apply the ADS 220 prot‘es,s to management of fsduciaiy ri.sk. 
Prograitiinatic: risk is .inanaged throu gh the apftiicatibn of the ADS.,.26I.:and 
other guidance to project design. .This. AUPG'S, t:bere,f'ore, focuses oit.ilduciary 
risk is-sues. The prqject.dcsign documents should be consulied; for InFonpation 
:regar4mg prograinmaue risk, 

Mtuiadne Risk 

On biovember-Z?.; 20 12, the Mission- Partner Coutury St-'stemfPCSj team 
documentied a Stage.H Risk Assessment Report. Die Stage 11 -assessment. r^ort 
wias prepared to determine whether US.AID could rely upon ihelMdPB systems 
D;psfatioris and internal controls to manage donotv aind.s. 'fhe assessment 
basically .dgtemijned that DSAID cannot rely upon the .MoPIl cuiTent. systems 
operarjon. and-in.£emaJ. controls to rpiurage donors' firndswiihout. substantive 
mitigatioB .meesures being..iBcorp:orated;.into G2<J agrsernents negaiiatcd -sVilh 
the. MoPH. The G<>mpleie::.kt3:ge lI,Ri,sk .Assessmeiif .Report, including the Risk 
Sciseduk with. identified idsks and suggested mitigation m.casures, is attached in 
.Appendix Number. 1, 

'USAID's initial actiyii)' ro be impleiaentedihniugh direct o.n-budget assistance 
witli the MoPFi is thelRtegrated .Healtit Sendees Systems Strer}gc]ten.in» 
Program (JHSSSP). The proarammatie ohjecti.yes are described belovi'. 
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Integrated Health Services Systems Streaftliening PrograiH (TMSSSP^ 

The pbjactive ef IHSSSP is to continue to iinproYc access 10, and availabiUty of, 
qualitj' BPHS and EPHS, particularly for women .and .children. .JHSSSP ndll 
place special emphasis on streogtheningeommunity pariicipation in order to 
ensure improved gavereanee and acccsuntabiUty!, and increasing sustainahility 
through health care fioaiicing schemes and pubiiC''private pattuerships. In 
addition, the prograQi wrl! increase demand for quaiitj' services and prorKote 
healthy behaviors. Inbretised MciPH stewardship at both the ceiitral and 
provincial .levels Ls a high priority that will result in increased .sttstaliiabirRy and. 
mstinjlloiialization of the healdt program. Finally, the jsrogintn will further 
strengthen thepi'ivate sector's ability To pmyide quality sendees and protiuefs at 
affordable-prices. 

Although THSSSl' immlves ceiiain risks, the Mission is structuring; the program 
to include a number:of measures that will mitigate the dangers and ensure the 
successful impi.cm.entation of the progrtrm. Most significantly, USAID is 
supporting on- and ofUbudget ledmical assistance to MoPH to: 

.9 Strengthen MoPH Functions in key areas, including sen-'ice 
delivery" adininistraiion: iinartcing and procui-ement- Strategic 
pianniiig; monitoring; and coordination amcrag .directorates -and 
provinces, nrinistries and donors; 

p. Foster pravincial and distrier lev-el MbPH and community workitig 
relationships in identifying and addressing local 
eoftstrainis/pfoblems, and i:n holding the MoPH acCDUfitabie ;fb:r 
results and higl-i-qualiiy' service delivery that addre.sses coramunily 
needs; 

o Buildthe capacity' of the MoPH to become self-sustitming through 
hospital autonoiny, social and connrittDky health insurance, public- 
pi'iyate partneraltlps, and the development of innsvative health 
fmanemg Qptiof!;s; and 

O' A.ssi.st the MoPH. ar all levels to idcntiTy innovative and cost- 
e-ITective approaches io.addres.sjng sjtecifc challenges to health 
care access. 


USAID will utilise an. Implementation Letter (IL) as the basic .activity 
agreement, 'Fhe IL specif cally will include USAID prior-conseni privileges 
iliroughout the procuteroeni cycle, conditions precedent prior tp:uisbursement, 

[i i .i i ii . i i. ii twm} i 
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and otiier cDndiiloisalities required^duaugliout tfae aodvity periiod,. llje; 
cQoditionaiities also w-'ill require MaPH-to plmi and begta to iidciress some .of tiie 
general weaknesses identified in tbc.-April 2012 ct’iaiaeieci PPM assessment 
:repQn. In paritcular. iiie ofi'bndget assistance will explicid,}' ^yaI‘k with MoFM 
to dev'etop GORtrols and proeedures to. mitigate .identified risks. Details 
retl.eeiing inten’entions to.address the findings of the Stage.lI.Ris.k Assessnient 
Report wiil be iBcluded in designs, under IFtSSSR, The; merhod of dislyaiSismetti 
vyiil bc on a reinibursable basis for costs incurred: or specific niilestones 
■achieved, 

Tbe.IL agreeinfint tyiil requheim ^inuaj aBtlk.ofthe MoPli i.nclmiye.ofail 
i.JSAID-specife. Ihianced flcti vMes.^ The US . AID Ofilce of Financial 
MaDagement will partner with die Iptenial Audit Depatteients of MoPPi and the 
.k'fiisistry of Pipancs ujtd.er a separate Capacity Pevelopment jratiaiive and 
initi.ate iplemal control andfinancial reviews of the MoPH-tnanaged activitie-S. 

The Office of Social Sector DevclopHaent (OSSp). techaical oftiEc and the fait 
PCS team are respQnsibte far raonitpriTig risk mitigation;sfep.s. jncIudiiig 
vThether conditions pfecedent are niet: prior to fiiiids disbursement and hhe&er 
other o.agQmg :Covena.nt;S Conrinuc to be met. Determinations of tvhat iiietisurds 
^should be taken if mitigating steps aremai iTOplemented or effeciive will be 
inade'by the PCS tehni. 

..Ai.| planded USAID direei assistance to the ClTRo.A will be provided through 
existing legally binding biiaierafassisianceagrecmdffls, which, include USAID 
audit, myestigatjonandevaluation rights on behalf of itself and citherriJ.,S. 
Oovermnmt ag:et 5 eles; refund, tennination and suspension p.rtJvisi:on£!,;;:.and, 
prpvisioits. requiring the submission to USAiD of plans., specifications, 
procurement or construction schedules, coniracta, or Other :documentati!Dn 
benveeivClRaA and tliird parties relating to. goods or services to be frnancad 
under the-se hiteeraJ assistunee agreements, including dpeuineniatiori reteting to 
the prequalfficarian m.i:d selection of coutracton; arid the solicitation of bids, and 
proposais.. 

Responsibilities 

The Mission's Partner GoLintry- System, (PUS.) tearp is emriposed of the 

lol lowi 0 £ : ind rvi d ijalst 

__ 
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I'he Missi en’s T eclini ca ! Office Team, Office of S oc ja 1 Sect or Dev d opnj ent 
(OSSD) s'taS'mei-nbers. arc expanded BGS.isain members- fpr G2CJ -actmtjss 
relaieii to the MoPtL Those core&xpan'ded PCS team members incJuikn 

IP(6) 1 


The foil expanded PCS team reviewed the results of the December 1 5, 2012 
asses&metrt and is responsible for devBloping and approving ibc risk mitigation 
measures negotiated into eadvrespeGtive CrZO aelivity agreement. 

The risk mitigation :assess:rieni ajidlstriMegy w-as review-'ed by rite Glebal Partner 
Gpuntry Systems Risk , Management Team (G.PCSRMT| in the . Office of the, 
CI'Q- to ensure quality canfrol in lhe PFMRAF process. 


AUTHORITY 

A-ccprdingto ADS. 22p. .3 .2.2, spplieatioii, oftb.c PFMR-AT gives authdritydo the 
Mission Directbr to tippror^e the use of partner cDuntry systems, kno wn >ts the 
Approval of Use of .Psrtfier Country Systems (AL'PCS). 

RECOMMENDATION 

That you approye this wtiUCit Approval ofilse of Paitner Cbnntry Systems: for' 
the ■ Mi riistrj-’ of P’ab.1.5 c If ea 1th . 


Approved; iWe^ 

rr 

X,,/ 

DisappKwed; 



Date; 


Attachinent: 


Stage If Risk: Asse.ssment R,ei>ort 





99 


Ap|>est£!ix Na. 1 

Slags IJ Risk AsMssrufirit Heporl 



USAID AFGHANISTAN OFFICE OF FINANCIAL WIANAGEWENT 


Public Fifiancia! Management Risk Assessment F ramework 


GOVERNMENT OF THE ISLAMIC 
REPUBLIC OF AFGHANISTAN 
MINISTRY OF PUBLIC HEALTH 




101 


CONTENTS 

Backgroupd.,, , 3 

Objective {sj ...5 

Executive: SumtTtary 6 

Assessment Result ............. ,..:7 

Risk ;Measarement i2 

Scope and Methodology 1'3 

Afipehdlx 1 Risk Schedule .,.,,...,14 




102 


Background 

Founded in 1747^ Afghanistan nas 'had . a tumultudus existence. Rich- with nafural 
resoDfCies, such.as: natural gas, petroteurri, ceaf, copper, zinc, and iron, the country has 
all the necessary elements to, jump start its economy, Howeyer, the Afghanistan 
economy has bean, plagued with instability, but is now feoDS'ertng from decades of 
conflict. According to pubfic Expenditure -Finanqial AcoountabPJty fPEFA) repcrls, the 
economy has .improved significantiy since the fall of the Taiiban regime in EOOHargeiy 
because of the infusion of international assistan.cB, the recovery of the agriculturai 
sed'dr, and service . sector growth. Vyhilethe internatidhai coramunity remains committad 
to Afghanistan's development and has pledged significant; resources, the Government of 
the islamic. Repubiic of Afghanistan f QIRoA) will need to overcome a number of 
ehalienges, including tow revenue coilstSion, anemic job creation, and high levels of 
oorruptioii,, weak government capadtyj and poor public iorYastructure, 

Acbording to a 200B PEFA report, Afghantetan's public financial management .(PEM) 
system achieved significant improvements between June :2Q05 and Dfcembar 2007, 
However, capacity development in the line ministries iie:scls sire.nntheriing, .Compared 
with the progress in the Ministry of Finar.ce.(WloF5, develop, ments in most Gne ministries 
;Sag behind. For example, cash management and payment scheduling proCedutes Iniine 
raiinisfhes have not improved. The interria! audit function in lirie miniEtnes does not rpeet 
recognized professional standards While technical expertise in the line ministries has 
significantly improved in several areas, long-term fiscal planning remains uncertain. 

In 200.5, USAID'Afghanistan snSsred into an agresmsnt wiUn the Mihistiy of Fublic Health 
(MoPH) to manage U,3, Government funds for implementing heaifh services flirough 
nqngovernffle'nta:l organizations (NGOs) under .host country contracting mechanisms and 
signed an implamantatiGn letter to provide the MoPH with up to $2.3B m'iilio.n over tva 
years to support the delivery of standardized hiealth services in 13 target provinces in 
5uppo.rt :of :the Partnership Coniracts, for Health SertGces (PCH}, Program,, . The program 
was expected to improve access, quairty, and use of senrices to improve health status 
and CGntributerto ,, meeting Afghanistan's national health dbjectiwes. OverT.he life of the 
■program, activities contributed' to: 

® Increasing Basic Package of Health Services (SPHS) coverage to more than 
90 percent 

« Reducing the maternal mortality ratio to 1 ,363 deaths per 100,000 live births 
per year 

« Reducing the mortality rate for children under 5 to 153 deaths per T.OOD live 
births per year 

• Reducing the infant mortality rate to 1C4 deaths per I.OOOiiive birihs per year 

In 2010, the Obama aditrinistraiion made a public strategic foreign-assistance decision 
anno.unced at the January 2010; London conference and. reaffirmed by S,ecretary of State 
Clinton and USAlD Adminisfralcr Shah at the July 201'0 Kabul conference, which 
com;mitted the U.S, Government to proaide at least 50 peroeni of U.,S- Goverrimeni 
.sssisfance directly to GlSoA, to be channeled through GiRpA’s core budget systems 
yrithin :tWO years (201:2)'. In, June 2011., USAIDjAfghanistari negotisted a :Sco;pe of :.york 


' :London Cbnfefsrtcs, January .2010 -srid Iha Kabul tnlematioRSl Coiiferfence bt Afghanisfan, July '2010, 
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w/itb GlRoA to undertake, entity lewe! risk assassmertS of GlR_pA _lfrte Minrstriss, 
Contracts utiBztfig the negotiated scope of work were issued to Certnied Pubiic 
Accountafit fCPA) firms to; undeftake the Mintsteria! eng.agements. The CpA firm 
finaiized assess.ment report of the Ministry .of Public kie_atth (MoPH) vaas issued in Aprij, 
:2,Q12( 

The UnitscI States is committed to Jraproying the quality of Its aid in order to maximize 
development in Afghanistan. U.;S, fnilitacy .action in Afghanistan tncludlng : USAID's 
support ofthia U.S.G. Coupterfnsiirgenoy.stfat^y is expected to come to an end: around 
Decembef 2D14. USAJD anticipates that FY 20-15 will be th.e beginning .of a 
transformafionat decade to a normal ilSAJD longer :term de-velopment strategy, VVjlh 
thdt trafisitioh to a .more robust .traditional aevetopment .strategy :'Wiil likely resatt in 
substantiv.e . changes, in Govemmenl to Goi'srn.mant (G2G) assistance. 

The G2G cornmittrient comes with the responsibility to ensure effective use of tfi/no’s 
provided by U. S, taxpayers and. appropriated by Congress, and the need to address 
fiduciary risk in the Partner Country PPM systeim being oqnsidered for ,.d«:sct 
Government ,fo Government assistance. For that reason the Agency developed the 
Public Financial Managennent Risk „.Assessrnent Framevyork tPFMRAF) Stage i Rapid 
Appraisal Assessment, the Democracy, Human Rights and Governance enhanced 
(dRGj .review, and the PFMRAF Stage II P.isk Asssssrnerrt to enabSe it to .meet that 
objective^. 

The PFMRAF is a multi-stage risk-based rrieihodo!o:gy whereby lUS.AID seeks to 
understand the flduoia.'V risk environment in targeted oeunlries to infotm decisions 
whether to ,cse or to irtcrease the use of partner country public financial rrjanagemest 
systemsiin aellv^ing .aid assistance. The enhanced DRG review, led. by a OSAiDM 
team, 'Is undertaken prior to or in conjuncfiori with the Missiori-!ed Stage I Rapid 
Appraisal, and seeks to determine vyhetrier a G2G investment could .empower a 
governraera at the expense of its people. Unless the macro-level Stage i Rapid 
Appralsai and en.hanced DRG review detefniine :that. there, fs unacceptabte far 
unmitisated couritry level fiduciarv risk, political Gonstrainis, or other jnsurmpuntaiste 
barriers to the use of partner country systems, an In-depth PFMRAF Stage ill risk 
assessment - which isian entity level assessment - may be completed by the Mtssion. 
This ,St3g,e II assessment will establish the baseline level of Mihisteriarentily level risk 
corresponding to conternpiated funding levels, and identify vuinerabilities of the partner 
country .implementing, entity. If the assessment reveals clear evidence of vulnerabiiitfes 
tooorruption and other high levels of Gontrol rtsks, and the partner country goverriment 
fails to r^pond or agree to appropriate risk mitigation remedy measures, then the use of 
partner soontry systems must not be authorized.^ 

USAlDfAfghanistan has never oonducted the macrQ-iavel;enhanced DRG review and the 
PRMRAF Stage I .assessments upon GiRoA as required under currently issued Agency 
PoJIoy-ADS Chapter 220 issued i.n draft in August 2011 and substantially updated in 


^ In Avgust 2Cn 1 , .ifia Agency issued .a nev; draft policy - APS .Chspler22Q - pertaining .iotteuss of reiiaals 
paitnsf coiiniry systems ftB-.,e!ireci GZS assistanes. Thai Rplicy chapter was suBsJartlialiy updatsd in iale iWarch 
2012 ahd.rantinues to onde.rfor.’hpdilicato.Ts ■, the -latest in July 2012. yrhere risk sssessnjea* qi'estionnaire 
guidoithea were rno'dified. This ADS’ diaptorwMr-itstatsst .mcGlfi^yons' ho\v renieres a threorSiage approach .11 
the process leading, to, a ttecision of whelhei' USAID shr^d consider use of a partner counirys Eysterns to 
iRipienent direct assisisnoe programs-, 

’ Accortjkig :to USAip/Afglian-istan'E plfrce SocialiS'ectcr Developntent-M-PPH lias giveh S eviaeiicB .af effort 
l9 respond to ibsldetitiiled riste andtpegan to aaareSB-Shie id6nti.56q weaknesses, Ths.Qutesrnes oithat 
effort reiTjain -to bS; assessed -during a later -review .and are not resected in thtoStaga :!l reponi 

■ il l 
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March .2012, Given the history of :G2G. assistance in Afghanistan, this si'i«aticn: is 
undarsianciafaie. The (Tiaerp-tev'ei essessmenis ;are .to guide the deafitonipfocess ebeut 
vwhether GSQ -assistance .should be .coriStdafed. as a biJateral -assistanse objective. In 
Afghanistan, -that .decision was -made- seyefahy^re- ago at the highest .levels bf.ii^sG'.S, 
Government, The Obama .admlhistratioifs fotagin policy deoisiori in -January 2 qi 0, 
which was reafRrme.d by Secfelary- Gtlnton .anid Admirtistrator Sha.h rat the Katw! 
conferenpe in duly 201-0, atrongiy feitet^ed. the U,S. cammitmeht to direct G2G 
assistance; to GIRoA. This oommiiment.was.not.ma-de .subject to. review of macro-level 
risk in Afshanistan, Essenfiatly, the foreign policy dadsion.to engage in GpG assistari.es 
in Afghanisan has . replaced the first tyvp Steps ttn.der the Agerncy ApS 220 pdiipy-ths 
enhaft-ced ’ORG revievv. and the PF.MRAF Stage l;assess;m;ent. 

Scapes -Of work for the entity lave! M.inlsteria! anga.gements undertaksn by GlRoA .and 
USAIP may. not have cornplied with every etement of the detafed PRMRAF Siage ,il 
guidanee-asicurrentty .revised in-Jul.y:2D-12i:however-the Mission believes it -has. complied 
with the -Spirit and ’ pufpo.se.- -of -that- guidance. In. Apsost :2312, -U-SAIDyAfghanistan 
addressed an unofficial Stage i re-view ;by mtemaify summarizing res.pQnses to 
assessment. guidslines using ooneciive information gathefedifrom public. expendihurs and 
financial accounta.pilinr (PEFA) rep-orts. assessments lindertaksn by the CPA firms /to 
date, and other informal Information available to Mission staff. Using that informal 
process and the MoPH independB.nt CPA firm assessment, report issued in Aprii 2D'i.2, 
the Mjs^pn is documenting through this framevrork a Stags Ij equiv:al,snt repon. based 
upon the most recentiy updated ADS Chapi.er 220 guidance. 


ObJeGtives 

The oyeraii pt^sctrre of this Stage 1! assessment, is to determine whether fr.e .U.S. 
government .;caii r^y' on ;the -Ministry -of -Public Health’s (MoPH) systems mpefattOn^aiia 
internal controls to manage donors' funds,. Specifically the assesament will; 

• Determine whether MoPH’s financial management/accounting systerji is 
adepuate .io properly manage and.seoounflor donors' -funds. 

• Determine whether MoPH's internal controls are adequate to manage donprs' 
lunds, 

» Determine whether MoPH's p-rocurement managemefTt units have sufficient 
. systerns and m.anagement cspacity to imptement activities and .manage dcpoirs' 
funds, 

• Determine whether MbPH -complied In all material respects -with applicafefe laws 
and regulations, 
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Executive Summary 

The Stales cormrtitted to , improving '^ quality .of its aid in order to ima^'mize 

devetopmeni be.nete in Afghanistan pfedgeadi to chsnnei .at ieas.t 50 peTcerit of its 
dsvelDprfienl assistance through the national budget of the Afghan Government':;, This 
cornrhitmerit :cwTT,es .with :the: resp.onsibnity to ensLire .effective fuse pf funds provided by 
U, S. taxpayers and appropriated by Congress, arid address fiduciary risk in the Partner 
Country Public Fip.ahCtgl Managemerit (PFM) systems being cohsi.dersa for dirscs 
ifTtplernentatten^ of liSAiDifunded assistar^. For that reasori USAlD developed the 
Pubii'c Financia! iManaggment. Risk Assessment Stage I.! to ;ena.bl.e it to, meet that 
objective: The Public Ftri.ancial Managernent RisK Ass.essfnsnt:FraraswDrk -(PF^/fRAF). is 
a Tnuiti-stage..risk-based rnelhodoicgy whereby USAID seeks to understand the fiduciary 
risk; environment in targeted countries to inform decisions .whether .to use QrtnGrease.the 
USe:of partner country public financial manageme.nl systems in deliverlr>g aid assistance. 
If the assessment reveals clear evidence of vutnerabiiities tc corrupticn. and the partner 
country -government faiis tc responds the-use of ^partner country systems ;must not be 
authcrized:. 

This assessiTient.;was performed to determine vyhether USAID can. rely on the Whistry' of 
Public Heaiffi's (MdPH) systems operation and internal controls io manage donors' funds, 
Thd assessment found ihat USAID cannot rely on the Mintstry of Public Health's (MoPH) 
current systems operatton and .Internal controls to manage dpnpr.fwnds; without substantive 
mitigatiQh measures being incarporated into G2G agreements neg.otiated with MoPH. The 
assessment found significant intemat .eontrol vreaknesses in the PFNJ systems. Examples 
of weaknesses detected mciude. lack :Cif reliable payroll systerns. lack sf acpess.vontrol and. 
man^ernentteview ever financial systems and transactions, and the hiring. of unguafifisd 
financial .mahagstnent Staff, The pervasive nature of the internal -cdntrDf weaknesses 
implies that -the MoPH cannot adequately , manage and safeguard donors’ funds, againsit 
loss and or misappropriation. 

MoPH senior manage, men! offidials have .made some strategic decisions .and have 
provided :to. some extent structure :'Within :[he tninistry, in spite of ithe nataple efforts,, 
considerable goyemanc® cnallenges remain unaddressed, especially in the area of 
personnel Pdlipies and procedures where tlie FiSoPH HR directorate hasian ppppnuriity 
to improve ;ourrent practioes. As an exa.mpie, employees' annually reqtered .code of 
conduct, and Ponflicl of interest forms are not documented; :and employees"'' .jqb 
descriptiohs are not acknowiedged and documented. In addition to the governance 
challenges, the MoPH faces difficulties in many other areas as well. Por'instance,. the: 
prpeuremen! department does not have specific mechanisms to prevent coliusipn 
betweed suppliers s.hd procurement agents. Other examptes of these difficutties are, 
management dees not consistanily use.:feedback and observations from its, monitoring 
prsfessionaj's to manage for . results, and there are potential cortflict intere'sx issues 
between theprovinGial offices and the monitoring and evaluation diyisidn, 

Under normal circumstances, .the results of this assessment would bad USAID not to 
erigage in Government to Government (G2G) assistance With the Ministry., Since the 
detefm'inatiDn has already been rhade, to engage in :G2G activity with the .Mlrtistry, 
approaching assistance with precaution and coitdltions., USAID, :working closely with 
GlRpA and the MePH, can reasonably mitigate the idencifieq' risks, .Appendix 1 details, the 
Id.ehtifiedi risks and proposes possible .rrMt!gafi.hg measures to manage. those risks; 


" Londoii Conference on Afghapistan, Jamiary! 20tQan.d;ihe Ksbu; InferRationai Corfersnes on 
■Afghanistan, .July-2G-to.' 
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Assessment Conclusion & Results 

The assessment found that the U.S. dovernment cannot rely on the Minislny of Public 
Health's (MoPH) systems operaifon and intern^ controis to manageidonofs’ funds. 

MpPH’s financial rnanagementfaccouhtihg system is not adequate to properly manage and 
aocounf for- dOnois' funds.: See page 9 


MoPHs Internal contrafe are not adequate to manage doners’ funds. See -pages 8 and 9 


MdPH's procurement management units do not hays sufficient systems and -msnagsment 
capacity to imptema-nt activities and manage donors’ .funds. See page 1 G 

MpPH did not fully comply iA'iih GiRo.A procurement laws and regulations. See page TO 

In addition, thef.ntfirnal control environment is not.adequate to mitigate risk of cotrupfron as 
several key controis are not implemented, and it is unclear if GIRoA, including the.Ministry. 
has the capacity -to combat corruptioh eSectiveiy. iMorietheless, with technical assistance 
and other :SUpport and clear -Gornrni’tment to change -on the part of .G!.RaA andfthe MoPK, 
USAID believes the identified risks can nonetheless reasonably bs mitigated. :See pages fi- 
ll and Appendix 1 , 

Management and governance structure 

Governance is a process by which decisions are made and implemented. Managame.nt. be 
■it corporate managers or government officials, sets the tone regarding the impiortance of 
standards Of conduct; end management controis anti business practices. Mar!age.ment 
proyides.istrupture, discipline and a sense of pLifp-Ose, and commuhicates these actiohs by 
their attitude toward internal controls. The assessment fourid that tUloPH ,:seniior 
management oficiais have made some strategic decisions and concerted efforte to operate 
withiri GIRPA's guideiinas, and has provided to some extent structure and displptine tyifhin 
the Ministry. For exampie, management has developed a five years strate.g;ic plan and has 
demonsttatec! a certain degree of leadership by updating the plan for another five years 
(2C11 to 201-5). In addition, seliior management committees meet regularly, and the 
m^utes of 1hese:rneetings are docurnented. and action plans are often prepared at the end 
of the meetings. 

to spite of these notable efforts, oonsioerable governance challenges remain unatidressao. 
ihs Ministry -has devoted considerable resources w develop and updarts its, strategic: plan, 
but there is no .inecnanism in place to monitor the effeeSveness of 'the- plan. Furfherfnpre;. 
the Ministry created an Internal Audi! Division (lAD), but did not invest in- the devalop.ment 
of the division. The lAD does not have a charter, there Is no audit committee, and the statS 
working in the division lacks the professional qualifications to -be auditor, ThS infernal 
auditors perform mainly transaction based audits instead of risks based audits due to -the 
.lack of.professiona! expertise. Ailhough the MoPH is operating in a :vc!at!!e .environment, 
management has not prioritfeed the .development of business continuity and disaster 
recovery ptans,. tn addition., the lack -of physi-cal and access controls over the ; information 
techn.ology apparatus is a common threat hewever ’ft does not get the required’ a-Sentioo 
from senior mattagemenr Management has made some visible effon !o demonstrate a 
comraitmeiit to good governance; however, because of its failure to implement stirrtoiarit 
inte.^nai controls, it is unc!e:3f to -wiiaf d^ree has management communicated that 
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coiTirniiment to staff. According to other pubjjc financial mansgement reports,® MoPH 
employees are not adequately Dr consistentfy a,yare of their internal control resporisihipes. 
Currerrily, individual elements of intOTtal sortfrol procedures are understood by staff 
members who execute them, hut there is little awareness across the Ministry of risks and 
controls for the whole internal control systemi The same report noted a lack of iatemsi.cpde 
of ethics to help foster a clear internal control philosophy across the Ministry. iTie 
ineonsisterioies in. management behavior raise concerns regarding the Ministry’s tong tacrn 
commitrrisnl to standards of conduct and .Qisc|p!ine toward internal control actmties. These 
concerns highlight significant risk implications and raise doubt as to whether the Ministry 
has the capacity lo manage donors' bunds without donors' continued involvement to a^ist 
ins Minisl’y in mitg^ing risks. 


Financial Management and Accounting Systems 

To achieve success in program irnplemantaiton a tetiable public financial managsmenl 
system is vital. The implementation of Jniernai control aolivities reduces the liksfihooQ of 
waste and irnproves program success, in most cases good internal control activities help 
identify weaknesses in a systern, and prompt early corrective actions. Admitted that 
some organizations may not always have the necessary respurpes to implement 
effective Wemal controls, nonetheless, key controls performed by management 
personnel can overcome the lack of segregation of duties and other control actiylties, At 
a minimum, management should revnew accounting systems reports, inspect supporting 
documents for selected transactions, and oversee periodic counts of irrvBntories and 
reviav./ hank statements arid other reconciiiations. 

The .assessment found .no documented evidence of these Imemai control functions. 
With only basic controls like comparing expenses to allotted budget the MoPH public 
financla! management system is weak and is highly vulnerable to errors and misconduct. 
According to the auditors, the financial management system is not integrated .and lacks 
access controls. For example, there is no mechanism in place to pre.vent the alteration of 
p.ayment request documentation after they have been approved by Ministry of Finance. 
These are significant internal controls weaknesses vhth obvious <3pport.yriities for 
wrongdoing. More importantly, the assessment discovered that several employees 
including some of the highest paid otficiats on the super salary scale received their 
salaries in cash. To accommodate this practice., the MoPH payroll officer goes to Da 
Afghanistan Sank every pay period and withdraws enough cash to pay these officials 
and staff in cash. It is unclear how and if this risky disbursement and receipt of cash for 
work practice is .documented. Tills practice raises ooncerns considering that the payroll 
office does not pen'orm reconciiiations of payroll discrepancies, Also, tfTe payrc^f. system 
is vulnerable to unauthorizsd changes as there is no mechanism to record, generate and 
review payroll exceptions. Additionally, there Is a systemic iack of internal control 
practices including accountability. Fo,' example, cash collected from blood banks are not 
regularly and promptly deposited in the bank. Furthermore, fixed assets are not 
.registered, tagged and jracked, and periodic physical verification of fixed assets is not 
conducted. Lastly, the authorizatson and approval functions a,'e co.ncentrated with upper 
management and is not delegated, causing excessive delays and inefficiencies i.n the 
system. Because of the pervasive nafu.'-e of the internal control weaknesses, the MoPH 


5 t/.'.TJJir/tf PiiST’C HasSif PiUXii MiirrfgfiWsSot act3?!£>iic«-s«?fJir'rif54ifii4£Ccrt5#4;^»==vv-^r*i.v C-iro-. PK? 
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is unatJie to adequately manage anc safeguard donors' funds against loss and of 
rnisappropriation. 

Persoftnei Policies and Procedures 

Human Resource functions .are essential to organizational , success, as they ensure 
employees are treated fairly, and equitably. These functions also ensure that qualified 
employees are recruited and retained. The recruitrneni process at the MoPH is 
Vulnerable to manipulation and unfair practices as the recruitment committee does not 
have documented recruitment guidelines -and recruitment proceedings are not 
dccumenteci. in .addition, tha'e is no evidence that HR conducts reference checks on 
non Tashkeef ernptoyees (e.g,, consultants, advisors), and, staff development including 
continuing professiohal education for rnedicai doclo.rs are not prioriti^dl Another cntioal 
HR fu.nction is to ensure the integrity of payroll data, a,nd safeguard of , emplDyee 
personal data. The assessment noted among -other things that the payroll database is 
vulnerable to unauthorfeed access and modlficstion, as the HR does not perfomi 
monthly payroll reconCiHations to document variances and discrepartciss. In adaltion to 
this vulnerabiiity, the MoPH runs the risk of paying ghost employees and making 
improper payments to ernpioyses, because the HR system does not maintain and track 
employees' leave,, and employees’ attendance records are not reviewed and approved, 
Similarly, personnel records including files with bank account information are not 
protected and are easily accessed by unauthorized personnel. Finally, the MOPH HR. 
directorate lacks the basic understanding of HR functtons. As an example, employees 
annual code of conduct and conflict of interest forms are not dDcumenieci, and 
ernpioyses’ job descriptions are not acknowledged .and documented. We recognized the 
MoPH is operating, in a challenging environment; nonetheless, the lack of attention to 
basic employment documentation and practices exposes the en.Eity’s and donors' funds 
to risks, 

Proconement and Purchasing system 

According to GIRoA's Procurement Law, the procurement regulation 'was enacted to 
ensu.ra transparency in the procurement processes and to ensure eRsptive control of 
firianciai affairs and public expenditures. Review of the MoPH's .procurement processes 
revealed that the current process is not transparent and is susceptibis to manipulations. 
Assessors found that the procurement department maintains a !ist of areas where 
certain items may be purchased, but does not have an approved list of suppfisrs for 
these areas. When the Ministry needs to acquire goods and services, procurement 
agents go to these predetermined areas and distribute requests for quotation. Then bids 
are submitted with suppliers’ business Information. However, there is no control in place 
to prevent coliusion between suppliers , and procu.remsnt agents, or the use of specific 
suppliers, Furtherrnore, there is no mechanism in place to analyse which suppliers are 
most commonly used by the Ministry, The lack of transparency within the system creates 
an opportune environment for fraud, waste a.nd abuse In fact the previous procurement 
director left the (Tfinissry on alleged issues of misappropriation ei public fi/nds and 
operational mismanagement. Contrary to the procurement law, there is no effective 
ccntrcl over public expenditures. The law requires that supporting documsntaSon shouid 
be submitted to the Control Office, where costs are reoalcuiated, the iegality of the 
procurement process verified, and the completeness a.nd accuracy of the documeritation 


' Tas.hkeel is the organizalional slfuaum (Staffing establishment or List af sanctioned posts or Staffing 
structure or Orga.rtlzatiorial - chart or Organ , grant) in civiJ service sysietn of Afgltanfstan rnclLtding 

aepa, -11116018, positions, level af positions and number.of pbsii‘o-ns In each department. 
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confirmed, However, there is no doGumented indication that these conirois are being 
imptemerjted by the MoPH. 

In .additiprt to an environment condocivs to misuse of public funds, the procurement 
division ils fragmented and ineffective. There are several inde.peridsrit procurement 
departments within the procurement diyteton, as each donor supports separate 
procurement units within the division. This dupfic-etion of efforts and iaok of cPcvdinatiort 
among the procurement management units leads to misailocatisn of resources. In 
addition, the donors' supported procurement units operate independently from the 
Ministry’s civil servants and there is no indtcation of capacity building or kncvdedge 
transfer to Ministry proourernerrt staff. In fact according to reviewers, civil servants within 
the construction procurement division are paid much lass than their cpnsullant 
counterparts supported by the donors. This practice of separate salary standards is 
resulting in lovy . staff moraie and affecting overall procuremenl efficiency. There are, 
however, discussions underway by GIRoA and donors, to move toward a common 
salary scale for tashkeel, while retaining the option of hiring and paying consultants. 

The procuremfiftt directorate has taken some steps to Improve the process . and has. 
recently developed proourernent plans. In spite of the notable efforts, the procurement 
directorate is . still . susceptible to problems. Examples of these probiems are; the 
direotorate does not verify vendors’ ability to perform until services, has been rendered 
and goods received; while ap.en tendering is the default procurement method, atternative 
methods used are not docume.hted and justified in the files; commurticatio.n betvvaen 
procurement and the technical assessment of the goods received Is inccnsistsm; and 
sensitive procuremeni inforrtiation is not protected froiri unauthorized access. 

Finally, the assessment raises concerns regarding consultants" willingness to truly build 
the Ministry’s civil sen^-ants capacity. As an example, a consultant at the Ministry 
developed, a procurement tracking database but has limited the Ministry's involvement 
and access to the dataoase under the pretext of the Mi.nistry s lack, of IT. capacity. It is 
evident that the MoPH has some significant challenges; however, it is unclear ifthese 
problems are due to the lack of capacity, managernent weakness or detibefate acts to 
exploit the system’s shortcomings. Whatever the case, procurement :1s a crigoal 
organizational function, as vast amounts of money are spent every year procuring goods 
and services. Canseguently, donors must be aware of the risks, as there has been 
allegation of misappropriation of funds by a former senior procurement officiai. 

Program Management and Monitoring 

Monitoring and evaluation is. the process of collecting and analyzing information about a 
project to determine whether the project Is on track to reaching its objectives, and 
whether or not the project achieved or contributed to the desired impact. In .order to 
know whether or not a project is on track to achieving intended objectives, managemervt 
must monitor the project periodfcaiiy and systematically from implementation through 
completion. Monitoring the prog, mss of projects allows QIRoA and donors to,ad.apt the 
project as needed to ensure that objectives are attained. Furthermore, performance 
management is a commitment to managing for results in order to achie’ve the best 
possible outcomes. 

The MoPH performance ma.riagement lacks the apparent commitment needed to 
manage forresuits. The assessme.nt, revealed that there is no link. between operaiiorat 
plan and the annual budget and there is also no mechanism to compars operational plan 
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and annual budget with the strategic plan. The Ministry does not use a systematic 
approach in the development of its monitoring plans, as several locations/faoiiities are 
not included the universe used to develop the plans. In addition, monitoring personnel at 
the district and provincial level report to the provincial directorate rather than the 
Monitoring and Evaluation directorate in Kabul, reducing transparency and resulting in 
potential conflict of interests, as the provincial directorate Is the direct implementer of the 
project. Finally, there could be a lack of commitment on the part of management, as 
management is not consistently using feedback and observations from its monitoring 
and evaluations professionals to manage projects in order to ensure that objectives are 
attained and desired results achieved. The auditors reviewed follow-up monitoring 
reports from three provinces containing eighteen recommendations, and found that 
management has addressed only three of the eighteen recommendations in the follow- 
up monitoring reports. Management's lack of consistent commitment to program 
outcome couid impact program results and put donors' funds at risk. 






1 1 


Ill 


Risk Assessment Measurement 

USAID guidanGe states. Bnce a ris-k -tiss ;beeri. identified, the impact and probaNlity of 
tds! tlsk must be determirted. The impaet-measuries the sewerity -of an adverse eysnt 
assceiafed wSh the- risk and -is measured as, Hegiigifaie, tvlarginal, Serious, and 
Gatastrophte. Conversely. probabiHty-irreasurssfthe Itelihoad of the acourrsnce of the 
adverse event associated with the risk .and -is exp.reSsed as. 'RSTnote, Oocasiohal, 
Probable, and Frequent, 'Gombining irripact and iprobabinty -factors categorize risks in 
clusters of Critical, High, Medium -and -Low categories. Aiftough subjective, it Is 
nonethetess-the basis for, the Hisk MitigaBon pSan in USAiD. 


USAID's PFM Risk Matrix 
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Scope and Methodology 

The independently csrirracted audiloFS' conducted the assessment under a scope which 
focus&i on five main areas of t) Corporate Governance Structure and Control 
Environment, 2) Financial management- ary accourtting system, 3) PersonneFpoIicies 
and proced-ures, 4) Procurem-ent, and 5) MPhttojing and Evaluation, VWile the-: auditors 
conducted, an in-dapth assessrTiBnt on the five areas mentioned a.bDve,. they:d}d not use 
the Agen.cy’s approved PubBc Financiai .Management Risk .Assessment FramaKcrk 
;(PFfs4RAF) -checkiist, and' did not cortfomi in many ways to the 'Agency's PFkfiRA.F 
guidance on risk treatraeni and risk assessment rneasufernents, However to ensure 
Mission complia-nce with the AgenGy’s.guidancs ort.rea.uireci due diligence, we reviewed 
the assessment -report and met wilh-ths auditors who conducted the assessmentto gain 
a general understanding of the nature cff thek y.wt;. VVe also met and discussed with our 
interna! jifiaftcia! anaiysts who had an understandirig of the Iviinist.ry’s systems, Ftuihsf, 
we conducted liinited research on other work performed by RKF on the MciPH. Based oh 
the auditors' .work, our reviews, rneetfngs arid research, we completed the Pf MRAF 
checkiist and the risk mitigation plan and we stimnnareea our Rndingsiand understanding 
in this feport. 

At the time of the asssssment it was, not clear if the auditors understood that, they were 
required to define their findings in terms of risks as prescribed by the Agency ip .order to 
mitigate the identified risks. Because our review was conducted after the compietion of 
the assessment, and could not go back to dstetrhine the impact- and probability of the 
identified risks, We relied on our understanding gained 'over the years of ootla-bDraiioh 
.with GiRoA, Based onithat understandins we define.a the poteritial risks.and took a 
conservative approach and considered mast risks , to be serious, and probabie u.niess; the 
cohtrary.wascjeariy, evident. 
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fROK THE^flERJCAM-PEaPLE: 


HANISTAN 


MEMOHANDDM 
TO,- 
FlfQM; 


TnROtjGH: 


0AT£J 

SURfECT: Stiige li eqiiK'aiM risk ssst^msnt repsirt arrd jjrscsrjtiiaition of risk .tniSjgatkjn 

meEsuTES and rcoQmmGfided benciuniika for -ihe EAinisin.' of Pabiic Ht-akh 
CM oral) 

REFEREJiCfi: USAID'Afghimistarfs Stage H cqaivtaen! risk assessotcn-l repotl: on tlse filaRI-f) 

This meinoranaum cpiTUTiunicaies Jfee resull of mir SiageJ! eqmvaienl risk assessment Teport arid our 
recojriOTEJtdsd risk niitigatioii measures.and benthniarks For {he MoPH. 

The.res.ii{f of Lhis Ssdge i l esttiivalea! risk assessment rejxm' is based tors oar examination of trie CE>A 
firm’s SnaJized nsst-ssnsem report of the Mr.P:H issued in Api-fl ,20,12. and our review of othei- 
ppbiished assesses (its, on the Gevsrmnem of the Islamic Republk of Afghanfetan (CIJtoA). 

Tlie o,vs9tii| ol^edivc of this Stage ii equivalent risk assessment vviis toidoterniine wriedfer- 
■governnienj can feiy on ihe MoPff s sysieins, operation and iniernal easuiols i,a tnanags; tionois’ 
ifondS-., Sped'Heaily -the assessment was designed to (iele.miifte vi’hethiir; 

• MciPlils firaocial managemem, accounting system is ,aycqMatO' to properly manage tmd 
accounlifor dsmota' lun,ds. 

• MdPMls 'iiternai p-atsirols are aUeatiatc to martage donors’ fetrds. 

» hdoPI'i X proctu'ernent nianagemeni units have sufllcierit systems and mortagetnein enpaeily to 
irnpiemeii!; nctiyiiies and manage donors' UKids, 

• MaFH eompliei.i,,:!fl, rJl materia itspstets. with appiieaWe laws and, regulations.. 

The o-sssssment Ibttnd sigitificaiit risks in ite Moftt’ii system^, , 9 penitkist and mtornal coiilrots- Tlic 
idcrititjed Asks and suggested risk rnirigation measures aBd benchmarks are dociuueHted in the 
accompaniedtSlage it equivalent ,risk;tei.essirieiK- reiion. to help the Iriissiun address js fidtieiary 
resirflEssfaitity ap.d eugecslio GoveR!mei,it:to, G3vernriientat.-iH’ity with, . the: hIoK'J:,i,iesp6i«iiilyi w-e’ve 
prioritjzsd the risk.s iiccord-mg to, their potentia impact , eh tire Kiissksn's iuvssKnertS in dieMoPH’s 
cesre budget. Our rsssatnroendcd r.sk rotiigaficin measures, (ire based or prioriiizatKm ef riik teveis ,a£ 
nigh and xheatum (piettse .see the Risk ?f idritlzaiioit -sdrcdblc — ApperuJik I ef tile referenced repprCt 
for tbeOn-Biidipct Cpmrailiee'5 ,:coissidemiio,T,, 2 s activity prcieci clesieiis. are .coaiejrtpiated and 02G 
acrecrric.ats,,arc ircgorialed. fhe High .risks ,:ije, these , risks that cuii huve ,u .severe and detrimental 
impact ©n the MolriTs.ability ,, to achieve its goais. and- Jubjssrtivcs. :Mctliiiin risks arc. thase risks that 
can have a neguiiyc fnipjet on the eSleieHcy of the- MoPH's ojrcrati.ou and. perfonnanee, OFfvi 
recon’injends tiiC KU'owimg oonditiGits precedefit.- covenauts. c<?,riditicrnaiiti,e$, .and mordtoring activities 

be cffiuade.red by the PCS team. as. G2G EgresmenLs aie, ifesignai and .Kgcruiiicd' 


Partnerwrantrv Svsleifis'-Tesm- 
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Recommended Conditions Precedents 
Management and governance structure 

1. CteveJop a policy which requires the Ministry to annually compare and report actual results to 
strategic plan by comparing the results achieved against the operational plan and the targets 
set at the beginning of each year 

2. Establish an Audit Committee wilh an oversight responsibility over the Internal Audit 
Department and submit an approved risk based {ntemal audit plan to USAID 

3. Submit a plan approved by Senior Management to improve information and communication 
technology (ICT) management practices including plans to develop ICT policies and 
procedures and a disaster recovery plan 

Procurement 


1 . Develop and submit an annual procurement plan which also demonstrates MoPH's 
procurement capacity to implement the plan 

2. Develop procurement policies and procedures in compliance with the requirements of 
Afghanistan Procurement Law and obmin signed conflict of interest forms from personnel 
involved in procurement processes 

3. Provide written certification to USAID that: 

a. no USAID funds will be used to purchase ineligible commodities 

b. no USAID funds will be used to finance restricted commodities 

c. no USAID funds will be used» directly or indirectly, to produce, acquire, use, 
transport, store, sell, or otherwise deal wilh ammonium nitrate (AN) for 
agricultural applications or calcium amnionium nitrate (CAN) for agricultural or 
construction/demolition api^i^tions 

d. MoPH will include this prohibition in all contracts awarded for the Integrated 
Health Services Systems Strengthening Program and require the inclusion of this 
prohibition in any subcontracts awarded 

Monitoring and Evaluation 

I , Develop written policies and procedures For monitoring, evaluation and reporting plan on key 
indicators including responsible individuals or offices and their authorities and further, 
provide an annual Monitoring and Evaluation (M&E) plan to USAID 

Financial Management 

1 . Submit a plan approved by the MoPH Senior Management to implement improved financial 
management practices to strengthen internal controls, including documentation of policies and 
procedures for the Finance and Administration Directorate 

2. Submit a plan approved by the MoPH Senior Management to implement an asset register and 
improve asset management practices, including development of policies and procedures 

3. Provide the program specific bank account and routing number and user name and account 
password 

4. Develop policy and procedures for revenue accruals to ensure that all revenues are accounted 
for, monitored, and deposited properly 

5. Develop policies and procedures to ensure salaries are only paid using the banking system 

6. Develop a plan to modify the payroll system to facilitate the review and reconciilatlon of 
discrep^cies and enhance access controls 

7. Provide plans to improve the financial management system with built-in controls and 
imegrateij with MoF’s AFMIS 
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Human Respurces 


] , Provide a plan approved by Senior Management to ensure improved human resource 

management practices including development of clear organizational policies, mission and 
vision statements, and procedures including the requirement to reconcile HR and payroll 
databases 

2. Develop a plan to improve and to strengthen access controls over the HR database of 
personnel records 

3. Develop an annual training plan for capacity building of staff 
Recomniended Ongoing Covenants* Conditionalities* and Monitoring 
Management and governance structure 

] . Submit annual report comparing actual results to the strategic plan by comparing the 
results achieved against the operational plan and the t^gets set at the beginning of each 
year 

2. Submit annually approved risk based iniemal audit plan and summary of completed prior 
year audits 

3. Submit approved ICT policies and procedures and a disaster recovery plan 
Procurement 


1 . Submit quarterly progress reports on status of planning, procurements, contracting, 
execution cf works and services and achievement to date 

2 . Submit copy of the annual procurement plan 

MonitorinE and Evaluation 

1. Provide copy of the annual M&E plant© USAID 
Financial Manasement 


1. Submit annual financial statement repons audited by CPA firms approved by USAID 
Office of Inspector General 

2. Submit on a quarterly basis, a full accounting of all transactions and activities of the 
special U.S. Dollar Account, including a complete copy of each monthly bank stafemenf 

3. Develop policies and procedures related to the establishment of an asset registerand asset 
m^agement practices 

4. Provide a copy of the asset register and actual inventory taken 

5. Submit quarterly updates on plans to improve the financial management system with 
built-in controls and integrated with MoF’s AFMIS 

6. Provide evidence that planned improvemcni to the financial management system has been 
implemented 

Human Resources: 


1 . Submit documents prepared by the MoPH reporting on progress toward achievement of 
human resources management practices, document including but not limited to the following 
particular areas: (Then provide evidence of implementation) 

a. A full staffing plan, includingjob descriptions for ail positions 

b. A training plan for each department/ division linked to the job description ne«is of 
staff encumbering pcsilions and including annual ethics training 
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e. Documented prMedures for hiring and deperture, including individual employee 
documentation of conflict of inteitst fo ti n s 

2 . Submit ({uaneriy updates on plans to: 

a. reconcile KR and peyroll databases 

b. strengthen access eontrols over the HR database of personnel rewrds 
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USAID AFGHANISTAN 

f -tSH THE AHEBiCA-N StOI’lf 


.January 14» 2 ft 1 3 

^!slRlTlW.mg -- yN€^^SSlt?IK^ 

ACTION MEMOJiA-NDUM FOK THE MISSION DIRECTOR 


S. Ken Ytanashita, Mission Direcior 

(b)(6) 

(b)(5) 



SUBJECT;' Appfxival dJ' Use ofParrcier Coifjivry Sysicms (AUPCSj - The 

Ministry of Coniiiuitiicmiorv nmi InforfflaiJot:! T ecbnoioay' (MoCJT) 
under AD S Clrapier 220 


ACTION aEQUESTEl): 

[n:acc<trdan,ocrvith Arrtomated, DireciTvi; Sysrem lADSj Chapter 220, y«B are 
reqiiested ip approve she tise of pariner couistrv' systems in cofsoeciksn witJi 
lESAID's stssistimce to the Cjovem.niejil oftiie Islarnit: Republic srf .ArglianfetiH:i 
(C3j,'R,aA.i) through, she Minlsu-y orCiMiiciuuieaLiO!! iiiad liiformatkm Tecibriologj? 
(MoCff)- This approval dcsermiitatipn will fcjitain in 'brcc ibr appraxiiriaiely' a 
Itree-yetir pei-kscl througlt Fiscal Year End tJ'YE) 20J 5. Ilha approval auttsority 
will inckuie all eurrttu rujti J'uiiire proposed Goverrmi.eiit tE? Govamjaent ('G2,G). 
assiscance aciivities between USAID and the MoCIT ihrsatgli FYE 20 IS. 

Hie tniiiai proposed €r2Cr direct assistance aciivittes ineJude: 

* l-Tkrvernanee Resource Cemer ( EGRC) ~ USAID total contrilMrdon 
esiimsifed at S4 roiltion. 


BACKGROUND: 

i he mandiH® of M.oCn i;s to ensitrc ihe provision of bushtj' and affordable 
cofflnjonicaiinin, infarinasion tcchnxilogyDlTL and postal services to the citizens 
oj: Aiglianistsicr.l'he ciirrerit vision ot' MoCIT is to iransJbi'ni Afghiaiistan into 
an inforination soeiciy throuoii the delivery of telecom and IT services iq rural 
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areas, increase access lo high speed [ntcniet, extend fifwr optic networks, 
expand utilizaitoft of tcleconiniunlcuuon sateJIiles, cons'en analogue velevisian 
to digital television, and die introduce e-government smdees ihrouahow the 
Mrtijstries and ageficies of GIRoA. NittCIT ts Ote key Miitisiry tasked with 
irnplemeiitiijg GIRoA's Naufliial Priority Program *'E-Afgh,aivistan”, v^'hich 
ouriines GIRoA’s approacli and priorities reteted to promoting access to 
iiifoririaiioiT and eommuHicarions systems far Afgltan citizens and inirodifciiig e- 
goveniance writhin ptihlk instimiions; 

Dlreci. goveroineM lo govermrient (G2Q) assistance to MoGIT will strengthen 
the Mmistiy-’s ititerttal taipaciiy m procure esseritiaj sendees in an eilicieiii and 
transparent: jnanoer arid So eompetcnfh' manage gaxitimsneot-tvsde staff tininirtg 
programs. ThroagJi site iinplemeniariDn of QzG activities witii MoCIT, US.A1-D 
adheres to; a number of principles ariieulated in tlte Toltym Mutwil 
Aecountabiihy Frajnewnrk, such as; impfovirig GIRoA iTisritutionai capacities, 
aligning :iTilema!lQ.iial aitstsiance with itaiional priority programs, and 
siicoufaguig GflROA's ownership ofthe deveiopment, process. liSAlDltad a 
prevaou!ias.sistance e-gst-ej-nance project with MoGTT that ended in 201 1 and 
focused otr improving governmem vvabsites and inier-ininisrerial 
cojiunum' ciitiems sy. steins . 

Since 20(12, USA:I© support to MoCI f has dropped signifieaiuly as other 
donors have stepped iit to provide support, Ctirrently, key donors mcludethe 
fritemaiiomii Telecantmunlcalitms lltdorj (IITJ), the. 1,1 n iced Hafions 
DeYdopniEpt Program (UNDP), Che .A.rian Deve!opme(it Bank (.ADB) and the 
Goverijment Ol India, fho World Bank is the prime donor Isuilding the capacitv 
ofMoCtT and stipportiivg tiw Ministry to RilJill its Jnandate. USAID Was 
irsstnunentai etiriy on in standing up A Ighati islands Di.suict Cdmnmnicalion 
Nelwork and .providing icohnical assistance on policy ami regtilamry n;fonn 4nd 
governance is-sues, Inir in terras of new MiCIT programs, the W'orid Bartk funds 
itpwartls of DO % of the activities. 


Cpmphj na wid t USAID Policy 

Aiitomaiad Direcsiv.es .SVstem (A D.S) Chapter 220, "Use of Reliable PtHTner 
CoyntD’ Systems for Direct Manugeraent and Impiernenlation of Assistatveef* 
establishes the Public Financial Ntanagement Risk Assessment Franteworif’ 
(RFMRAF) as rite .Agency’s accntintabilrty meclrajiisin to protect U.IS. laxjKiyei- 
funds from unreasonable risk ami, ia tnaximizs the .value of G2Q development 
iTivesintents. Approval of the AUPCS by the Mission Direeftn- should be done 
on the basis of sdenriried, assessed. alloGated and evaluaretl risks and mav 
enntain risk-ntitigatioii measures. Appfmml takes place after the cranplEtion of 
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a series oF ■macro-level and eniiiy-levcl-riskassegsmanis, and m a time when the 
Mission Direcior determines the 'appropi-iaie fiduciarv relai ioiiship with the 
ijisiitauon can exist. 

Due to tito fajirial date of Issuance of ADS 220 fMtsrch .2012) and previtms sn- 
budgsi commitments by the US Government to the GiRoA, a request .Foi a 
.formal .AdstilHistriitor WEiiver ofappItcaliGri of ADS 220 requirements was 
i.iii£kted for US.AJDAkfsIianistan in August 2012. The waiver was approved by 
tire USAID AdminlsJraior aa NorfesnbcF Zo, 2012, The waiver focisscs 
primaniy en cntnpliaitee with auitlance on Siago 1 PFMRAF Rajtid Appraisals 
and Enbanced Deatecrney, Mnnian Rigiitif, and Gsouemnnee (DRG) review,. The, 
Stage 1 Appraisal and .the ORQ' review ai-e mamt-tevei assessthents, wiikh 
assist: w:«:ii tindsrstanding. the risk emdranffien? m targeted countries to ’iQ.&trm. 
deeistons wiisther to.cansider'the use <rf a j^atlnsr coiuitry's system.^, 
lJSAID.AvLlfefiiiisi.aji has never fiondiietcii tiio jnacro-leveJ enhanced DR.G 
reyievv apd. tlie Sldge 1 iissessn'ieBi.s uponyilRpA, as. required iH.tdet' euftcntlv 
issued ADS Chjrptdr 220. Given the hisioty of G2G jityiiSlance in Afghanistan, 
ihis.shuation is iaKferslandable, Tlte macro-kvel assssfficrils are lo.gijide die 
decision process shoiit whether COG assistfinee: shauid be eonsSilered ns a 
hil}!fca"aI,i!ssJstance6bjiSt:t;!V'e, In AfglianistJin, that decision was made several 
yeafs ago a( the HigheSi levels of ihe ITS. .Goverrisheni, The Obama 
adm:tnistil3RQir’s ,ibreigiv policy decision Jii January 20U) cotairvirted the L’SG' to 
dteeet 'G2&asisi.staticii: ta GIRoA. 'ITtig eoinrnkmcnt tvas nor made subject to 'the 
reyie.W' of masro-kve! rlslc in AfglVirusinTi, 

Even with, the waiver in .place, tlie Mi,s.sion .stiU nnisi ensta-e that, LISG funds are 
prppeiTy sarcguaided arKl i tdueiary risks are appropriaiely idefitified and 
itiitigoted, l,.o tiiat end, ifee Alission has condiictcd an ciuirs'-lcvel publiC' 
Enrurc.ial mcmagemeni risk assessnitii'ii npon tile MoCIT whieh 'is comnarable in 
al,l niaterfa] respects lo thoge fl’MiUF Stage 11 Risk Assessments oompieted hv 
tnfeer nijssbn-s and deseribed in ADS 220. and no due diSlaci«e is 
eomproiftised. .fhe Mission’s risk assstssmenq like tlje ADS 220 PT’lyTRAT 
Stage a Risk .Assessinent for instimuans, c.v.'itnines tiie c-apac:iLv„ control 
systems, and day-m-dtn- pcactices used in rhe: PFM systems in foe ministries, 
dcpartiitciils or agencies ibnt may be responsible ibrniaking and carrydns out 
daclsionsnTr,,d actions reiaied to proposed 02G assistance which U:SAlD''win 
pros idc. Hie piirpose ol tnis risk assessment is to ideaiify and Gharactertze the 
riduejasy risks of the snsiiti.n ion within the partner governmem: «> inform 
USAID in determiiiiiig: wheibor use of psirmer caunti-y syste.ip.s i.s siui.sble'W’ifo 
foe hisi.ilii'tion, 
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USAID, wiiii the purncipaiiDn of GIRoA, cftniracitni a chird-part>' to carry nisi 
the Stage ]1 ecfUrt'aleni Risk Assessment ofthe MoCi r. Ilte report was issued 
in July 201 2. 


DISCUSSION; 

Fifluciart' Risk 

ITie mission recognizes that Aiytanistaii is o high-risk emironmenh hut. is hath 
<s 3 "irt’ciarctiing foreign, policy'' concerit aad a '‘itational seciuity interest ' 
tvithin the insnitfog cif .ADS 220. Q2G activities may exhibit risk lacto.rs 
beyond diose ancotmterscl in other ciev'eiopinent: environments, Itt any case, 
G2Q acriviiies are fixpocted to show positive devefopmcnt outeonics, even if a 
ihanagtable risk of Joss exists and rislc mhigatioit is sub-opfiiriaL Hie Mis.yon 
assumes ho acceptable level of ftaod. Ail identified ri.sks will be- raitigated. 
"9f’here risks are deemed ffigit by USAID, miiigaiicics will be irapletnentcd prior 
to or coacatfent; with tljC: disbursentejii of US govemineat jluids to assure 
miixirntmi: protection of U,S. taxpayer dollars. Oihi3‘ ilsk. mitigation will 
emtespond to the ievd Of risk identified. 

Tixe Mission negotiates conditions precedent, btised upon risk ntittgiiiioa; pto.s 
develtspod ip accordance with the process set. forth in ADS 220, in ail 
agreements ridtfife gov'emraent entities have idenitGcd risks and w1wo a 
ociiuiition prccctfeiti Es die appropritiie iriitigation ireaimern. I'he condiuons 
precedent will mifigate risks asid contribyre to an a]^vropriaie inienisl cqittrol 
emditinmenL Other risk iTetitinents w H] contifluc throughout the life of the G2G 
actlvdly or until sirfficient capacity Ls demori.stratcd lly the partner govemmetii. 

The Mission wrill appiy tlie ADS 220 process to iniinugemBiif of fiduciaiy- risk. 
Progr 2 nin 3 ati.e risk .is managed through the applictition of die ADS 201 and 
ouher guidance m project4c.‘5!grt. 'iTtis AliPCS, therefore, focuses on fiducian' 
risk issues, llic project doHigri documents should be consulted ibr tixformatian 
regar di il g p rogranunti tic risk, 

Mana&iuB Ris k 

On Januacy S, 2013. the Mission Partner Coimuy Sy-sfe-m (PCS) team 
doeamcBted a Stage li Risk Assessment Report. The Stage 11 assesiurieni rsDon 
was prepitred to detenninc whether USAild could reh- upon the MoClT systems 
opersiions and interna! cotilrois to manafa doo.ors" funds. The asses.snieut 
htlsicaily detciTiifived that USAID carunoi:.i-ely upon the MoClT current sj-stenus 
operation and iuremal controls to tnaiiaee donors' funds without stdjsiartfrve 



127 


niiiioin ion measures being incorporaied into Cj2.G aaresiuems negounfed «ilh 
ifae MoCIT. The ccunpicie Stage II Risk Assessmeni Repon, in-chiding tiic Itisk 
Schedule whh identified risks and suggested tnhlaatton meitsures, is attached in 
Appendix Number 1 . 

LiSAlG*s initial activity to be implejitemed through diretl on-budgci assissanee 
wicli the MoCIT is the E-GovciTtment Resaurce Center (BGRCT The 
prograiiuitatic objectives are described below. 


E-Gaverfiisettt Resource Center (ECRCl 

The: objective of EG34C is to inifcduce sirettni lined, modern, and effective c- 
gosfernaiicc pktlforitts througliout GlRoA in arderto irtiprove governntenl 
openttions, increase transparency and acettitrilability pf'gOvA'rntriem 
teariSaotions. iiixl pronwte efficiencies in the prevision of govenritient sci'viee.s, 
'IWs ptiipose will b.ercafiied tltrotigh the establishment of an Inibnnatsaaand 
Communicaliohs 'rechjiology (ICT) center o f excel knee (E-govcntm eiit 
Resource Canter) within MoCff to serv'e as the eenmd source of taclintcal 
expertise, skills, and auidaitcc on the further developjueiit. and deployment of E- 
gov^cmiBCnt progrants tbruUgJtouT the klhjisPdes arid agencie.S of' GIRO A. EGRG 
w;!ll be impieirtented as a G2u activiiy in order to inaxim:i?;e the capacity 
biiikiing dppor’tvmliies within MoClT tiiroughout the various stjiges of project 
iinpletiientallDn procui cmcn! of technical as-sistfinec, f j’ platforrii and pcilvcy 
dcvulopment, awareness raising atmpaigns. training of GLRoA officials, etc, 

The .EGRC project fujly align.s with GIRo.A x stated olyectlve under Ibe 
National Pritkity Progrant "E-.A febiniistan'' and ensures the Susiaipahiiity of 
project fasiiits ihrouglt the in.stii:utionalkation orThe E-Governance Resource 
Center with MoClT. 

A IsJ too eh EGRC involves eenain risks, the. Mission is sinictucina ibe proftcam 
to include a iHiinbertrf measures that will mitigate the dtingers and ensure Uia 
siiccesslul iiTspkment.aiion of the pnigram. 

L’S.AfD will utilize an IiTipleincnlaiion Letter (JL) as the basic activity 
agreemsiji. The IL may spectficaily include USAID pciof-c-onsenl j>rh'ite§es 
throughout the procurenieiu cycle, coiidickms prccederst prim- to disbursement, 
ami other conditionalities reqviired throiighoiu the ftetivisy' period. The 
conditienaliticH also will require MaCIT to plan and begin to address .some of 
the general v.'eaknesses identilled in the .luly 20 12 contracted PFM asses,s> 3 ient 
report. Details rEfieet:i'ng inteiv eotions to address tlie fintliTias of the Stage 11 
Risk Asscssiiient Report will be ineludod in designs under liClRC. ITie method 


rnTj-nw' nv v epu'u w Sl'lwi'lU'iliiM 
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of disbwrsemcm wtjl be on a reimbursable basis for costs incurred or specific 
milcsroties achieved. 

'riia iL agrecinein will require an aijnual nu&'i of the MoClT, inclasive ot all 
USAlD-.spscific financed acthfUes. The USAID OJIice of Financia! 
yansgement will partner v\'iiiT the Internal Audit Departments orMpt'JTajJtf 
Ose Mkiisrtiy of Finairce under a separate Capacity Deveiopnient initiative and 
initmte internal contml. and fiisanciai ranuetys ofilte MGOT-Bianaged aciivHles. 

The Office of Economic Growth and infrastmcnire (OEG J ) technical office and 
the full EGS team are resptir.sible for monitoring risk mitigation s{c|>s, inciuding 
wbesfecr ccioditiorts preccdersi are met prior to funds disbursemeat and vviieiher 
ofoer ongoing cdveiiatTtsGontirjiie to. be met. DetetTOiriatiorjs of vvliai rticiKtires 
should bo taken ii' hTiligaliiig Steps are not mplemenled or effective tviJl be 
made by the PCS teijm:. 

Ail: planned USAJD direct .assistance to the G.lRo.A wilt be provided through 
exi.sting legally bjiniiirg bilateral assistance agreements, which include USAID 
audit, iiivestsgatidn and evaluation rights on belujlf of itself and mher U.S. 
Government ageticitssj refiind, icnriiiiation and suKpaii.sLot! pren isious; and mtaltt 
include provisions requiring the .submission to USAID of plans, specifKaiipnS, 
procurement dr cotistruction schedules, coatracts, or other doettmont at ion 
bew'reerj GIRoA and third parties relafing to goods or serv?ices to be fiiianccd 
under tliese briatertiJ tissistance agreemefits, ineJuditrs ciocumenTation relatthg to 
the prequalification and selection of contractors and the .solichation of bids tmd 
propo.sat.'S, 

ResDon.sihi lines 

Ihe Mission s Partner Cooniiy System (PCS) tetun is composed of the 
fo] lowing ind i v i dtta b : 
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'llw Missiioii’s OEGl ledinica! Office staO' arc eximndcd PCS team snambers 
for Q2G activities related to tiie MaCu . Those core expanded PCIS team 
nistJibers hi dude; 




The ruil expanded PCS team reviewed titc results of the .lanuary 2012 
assessniaat andJs responsibie for tievelopine and approving the risk mitigation 
measures tiegotiated into each respective G2G activiiy agreemeirt. 

Tne risk aiitigaiibji ijssessmeni arid sirategy was revie'.ved by rite Global Ehtrirter 
CcsviivEiT' SyBtems Risk Maitagemerit Tciutt (GFCSKMl') in the Office of the 
CFO to ccisuro qtiality control in rbe PFMR.AF process. 


AUTHORITY 

According to ADS 220.3.22!, application of the PFMRAF gives authority to the 
Misston Stresetor to aitprove Are use of paitner counrry systems, known, as ihe 
Apprm.'al of Use of Partner Country’ Systems f AlJ I’C.To 

RECOMMENDATION 

That you approve this written Approval ofUse of Partner Country Sysietris for 
the Ministry of Communication and InformiitiDn Technology. 


•Approved: 

/L 


i IhuI 

Disapproved: 

lo 

Date:,^. 




Ailachment: 


Some 11 Ri.sk. Asses.snieiU Report 
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Stoge n 


Appcndii; No. I 

Risk .A.sses.smeiif llepcrt 


'U'ji ja-iM raijjiw ui wiiiiitwkii 
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MFAfOBA.NDUM 


Siaes U ii^uiialcnl risk r;«e<sm«ii rqicsri nad prioriwarioa of r*U mijieatian 
inaasuras. anii rcswmasitdcd covenatus fsrr NkinJitr^' of ComcHiaiEiitm anc 
iaronniiiiofl TcciiBatijgy (MoCIT! 

REFER^HCF,!; USA!D<'4fgiianislaii’s Stage f! ffliaivatait risk. Essesssiitasl Wfort an the tMcCIT) 

Trii* aisaKiratKiutii comir!urM.«i!Ses site resuti of oar Slagt B equivalent risk assossraent report and nur 
reeomiBciHlei! risk mhigaisbn mcasurfs a«i5 bendmiatk! for MoClT. 

Tiic rCMli. of :t|bi Slaijc it cqitsvalent risk assessmepf report is baseiJ.on CM uffiminotion of the CPA 
fmTi’i fiBiliJsii aisasarriaHt report of SlaCIT hsusd in Wy SCil, anti oat revleav of other paSiishcil 
waessaientj o« jii* Covernineri) of dtcisltnmc Rcpahiic of AfgltaiSiswa (GiRisA). 

Tire cwctklj ohjioSive of this Ststse (I rttutviilent rci iBScssmtnt was to tioterratBO whether ilat U,S. 
gavemmeiB can teiy on MoCiT’s kysierits, uperaiion nnd imental coiHrots fo maitago doinw!? firnds. 
Speciitcaliy (be asscisotent WM desi&trcti to detcrilillie whctlien 

• MoCITs fiiiarKisi msrtaeetiifai/iiccoiiittjDg syacm ts aaeqaalo to properly aiiaage hitd 
aesoiiin tor donors' fii ntii. 

• MhCfr* trtiemsl eaiUrols are adequate to mariattc lioitor*' fiiudi. 

• MoCBTs pcDcueerasstt inatagemoit lattts have siifScicni sj’stcdss and jpana^inMi! oapaetsy 
m ttspieetent activities and msnage sianors' fiiode. 

» MoCIT complitM* in «U material rcipcets, wiih npjilicnbte taws Bits) reguiatinns. 

The assessment fouiBi .iigirifisuii risks in ilie MoCIT's syaems, operssstort and internal cerntFols, Tire 
Idcntineei risks and soggesicd risk rBiiigancio Kseasurcs nod henehmarks ute docnrneirtcd in the 
aqeompsntol Stage il eqoivoienl risk itsaessiiicr.l report. To Iteip the iriissfoit address Its /idHCtary 
jcaponsibBity and imyagc in OavEmnteilt w CovcrnTne.-it netivrti: with the MtiCrf leiponsihft*, we'se 
prioritijed the fists aeetfoiiiiE to their ptiiewiel impivei on the Mission’* Invcsfrtient in the MoCIT*s 
core bddjtet. Oer recontmatiticii risk itiitijgalion rtoeBurcs an!, Ssased on prioritizatiim of risk levels as 
high ar<d modairn. tplerKc^tlte RiskPrioritiyaiianscheiiak-' Apjwnoix I rvf rite referencetl report) 
for a* Oh-BrsdlKt CptntHtttce's eonslBtratiois as peojiail aelivity- dCiripiS are criritemtiJiHeij iitid 020 
agresHients lUB iffigotiatai. 'Ike itigh risks arc tkose rista ikai can hnvc a srviere and dctrimcnta! 
irripaet on lire MoCn's abifhy to achieve <« gnat* and objectives, fvCiKilBiti rkki are (htssc risks that 
can have 2 negative .inipael oh the efltehaicy of the MoCtT's operation and perfonnanc!:. GFM 
redCMnpteiuK tha foBowiijj* kiflndfiions promdent, irjvensrits, cotsditienniities, and ruor>itsr>«il aairitios 
heierMisideied hy jlW-PCS Team ss GSGugrsenienls are dasigiicd and ntruotsidtal. 


Parilier CuiBttfy Syatoais Team 

1 ( 515 ) 


January 8, 2tJ! 3 


TO: 

THOM: 

DATEj 

SOiSJECT: 
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CamiSions PrePWit'B» 


1, JJaseisp fcrms »f refereacfi fur ijw jnto'jriinfeaerid asid prt^cet slcerina eommittcss ansi have 
it^iswilHlet! i<t »S mcinfacis 

3. fstabiiitfi an AncBi Committee wail aoowfeigjilrespnaslis'ili); snerlfie Inteitial Audit 
Dspaijmew 

3, J Jsvddp jilsrfts So cemdact atjiiiBil ftsik.RssaaiiBC^ w-iih-speciiic responsihifiiy as2S(i,tsKi over 
tej' pfttcasseS-io asJdnss idaniTfieasimmsa} piairorwdalmeseis 

>1. Davc^:fsh8is.t6 i«ipfeiv« tran^riKcyal vaffkius levels of ibc (jfE4nira«ioK incliaJing-aie 
availiibiiKj' 0 T*(heanmial:ta«feiS, relaied budjici esKoitWivripoits enii (toanntiat rt-vifra oc ihe 
MoCfl”* WBlahe 


sksibsM 

! . OevEtOpand aubiiiirjj delailetlaitnttEt jmHSuremeSt pibtt wiiich is aligresd wilh aw-spprnved 
badse:fcid«fo <tem?»isirda» MoGiTs ptoctflemest capneay » implainantthe pfac 

2 . ffevekip pSsSw nK jmjjScBseaimji pracBramen! ptocedttres in wjmptEMicesviih U« 

rccjMircineals ofAf^wnistai! Praincemew Uw indadmij itwrenuiiameist to dtMmmenl 
proeiifSinsltt eniwnitt» incclmp, opd signed eonlKcs ofiivteres) ftirms iVism 

jjenmr.hel iliWiiivisS ir. pracureiiitet (Jtosesscs 

3 . Pnwids 4 >T(KSB :« 3 l?Sebttnn in USAlBltiat: 

s. mi (JSAibtiiniU will ive nscdsi purchase incJigiWc camriKKifelcs 
fe, HO USA© laoAv wi!! be B«d Ki Riofir* realricKs! osmnrwiacs 
e. no USAn>-fuBi 3 s vdlJ be iBfcd,:a 1 ie«Sly « mdirecliy. La produce. ss»]Wf«, esc, 
itaoipnrt, store, sen, or otherwise deal with nminEramn iiittaicfAK) for 
agftoMfitid Bfipricatiorts oreMeiiun antmoBsum edpaie (tlAhf) for ai^iarlixiral or 
epn«niei»flniifiinKrftEan irppliKimm* 

d, notSAlO rimds.Willbeusedfo firiiinvegoodii or' services Som a 

S 0 iifC 5 i wiiieh is iJdrncd to incM any couritty m which nssirtancc is prohstHiod by 

the annual spproprialtoHS acts of Ihe United Sailes Cortgress or other U.S. sRAocS, 
or those su^BM to Uis EsMartivc Bnmcii Jcilriiaioas, such as appRsabie sauetiDns 
arfmSaitenBiliy the U.S, Tnstsiny pepanmem’s Ofticc of Foreign .Asstw Corurol 

e. tiaCiT will mcittde these iBOlii^ioiis in ait coitlracis a»«nrJe£f forlhe MoCJT 
progesrtta and raijinre tfs! iiKiusion of these tMohiiiifions in uo}- stArsorunscis 
stv^es! 


1. Oii-.-ciop a pistit to esiahlish a Mointortcg and BvajMtioft dcpajlrttent wilh csScaf.ly denned 
rales iwdTispsmibfiitics 


f , Suhinit a plan apprsved by tire .stoPT SenkirMiuragt'Bient to implcswrst tmpntivai! (rnancia) 
nuatRgeiTierii pritsttces to slwngthcti inlefHal csceriBOfe, inejueiing diJCHraejwattoti of key 
litBccsseswtdprtssiidlreei for the Ftosace wtd A Atiiaiataiion Dfrceicfaie 
3. fsirbniitapiaiiajrprovesibytlw. MoPT SenltOT ManaSwrwtK to implemsm itrs asset rcgrsser and 
irnpreive issefnianBgetncnt jjrHCticcs. mstwfir^ dst-slspificni cirpirr«:ics.artd ptoesaiares 
3, Deveiop proeedares forcash operehons to cnami Ural al( rcsenoes. crtpcnsfihrres, and 
sdvartBES ate sccotlrucd for, tiiCMiitftfed, and properly ropurtc!} 

•t. Pravridc pirtES to improve Ihe isranml rttaca4;BHWitt ssstart with faniftHfi coutrois aod 
mlegsScri with MoFs Af MIS 
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S. OsvfiSop s pian io sis inHHtiil tad^ camuBSScc to coaialiiats 5 te budgetar)- 

fdfiilBiBBsn processes imd make iSiS pfocsss mnre iBCiusivc fcv mdudiaji ttclive part (djiiMiois 
bj }He pfovittsiaf offices 


1, Ifevclopa pinn 10 auloroweila linittaniJ naetiffciresssiSiepi, iMisKiirig prosessi-ftg of ov'crtiisic 
and e|!fnliiBGng cash payntcnis and to strongjlitio atsass -conicois over (He JfR dnsalaise of 
leisoaiic! tEcariix 

2, Devoipp st piart lp: document iniemiii poBcto and pwiecdiires for the HS directDRile 

3, Dei«fep mt Biinuat sroiBhsgptai to SjBild anfi'eapneity 

4, D«i’iii69:fUarts?ci insprovcdocHnienlatten ofpBsisrjisi files iaciuding itie (icvumcntatsaa of 
rcfcrtsicscficcfcs of fl!! aeve hires 

lieionoicmlKi Oiigofe* CovcBSiJt*, Coadtlioniliries, sad Montlerifig 

MapseemPQl and gm-cra a la cc n racfWf, 

1. Pravife !}U!Hlcriy_!ipcuiiidrM2liBn oFfaiistsliip coinniirtce mcciirtgininules W USAIU 

li Provide nr^es of ShtcrtutlShaMnl fist aascsiisieiitj tvitb fdcrilificd itiisraal cottlmls 

v^e^riisscs lihd drscamehtfitl itianagtniicni corTecfiw soiiohs to ljS»\lD 

3. Prwidc !A‘K*»ia afaftrttstiowi (eijtti depaflahsu whieir includesaB interna} iegaJ dHinsol 
with tlic cajssdily tai'Beetfli«cnlity'''s h^nl and eoriiTactital rcqtiitcrncms. f>r provide evidence 
of tiKiMS id cpin(f«eiw iecai couBSei 

-mniiaHy approved nil: based ialeftia! amdi? ptnn lor tlic inieriial Audit Depsosoen; 
and suraniary oF eoirtpielttl prtnryear audits id U!W,!0 

5, Provide oviilePco of reptiiar audit etimmitles raewmas and docirinent meoiittg minutes ki 
IISAID 

6, Prtjvtdfe tSacameniatiim to I IS A I U or, anglplng Iraiiitrig for the intemal audit defs&runent statY 

7, Provide evidsnee of progress totvard increased trruiSimrcttQ-, iiicludiag the seaJiaiiiniy of )hc 
pttniali budget, fetslaii budftcf exocutiod tepnrts wwl the niuiual lepwl on iSie MoClT's tveisilc 
anil sltiifinS of Jt|iproved proeureineiK Siliig*! u.-ithTcsveetlw departments and dirccsprtslcs 

PrneHrement 

! . Submit W tJSAlD (jUiiitSfly pr<sg,ress rejxUTs on aatus of plsuninjt procurements, contraetini*, 
cKeetdicMt of wisrkii and scirviecs :ir4 Bchicveoiem w date 

2. SubBtJtm IJSAUJ copy of Ore cieiailed onniial procvireiiveni piaii which is aligned svitb the 
ptocuicstienr tiUdget 

3,. Quaorily estrsTial evalaaiicu .reports of pte^uicinent capacity (»ro\ ided W USAI13 

4, On e.qoiietly basis, pri>vidi; evidettee of docouaCTiejl procoremsirt eomintiira racetiags, 
receipt of signed ctonll isS rtf mtercsl forms trotii personnel in vutved in pKKrurerneut proceiises . 
and Irnpiemenieid Crainirig piiin to improve (itocurenieni capneity 


Mouliorign bub PivalttgrUtii 

f Deveidp wriiJers paticic; arid proeeilorrs for inuttiUrtlng, evitluarron arid reporting nil tey 
indiiiiSarx inelltding raspaniibic iridivictial; o- ofSect and their autiioriWcs 
2 - Pruvtd- copy bf anmral Mjifcii piari 
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i-. Pfwide lo ySATSi annual autiiitd fipancial siawmeHli by USAID Offte of Inspoaor OcBStirf 
ap^ovix! CPA linriii 

2, {5n aqiiaHwfy Ssfaw sobrtli! to USAiD afond accpiaStttsWly .ilatsn-ssHt MIy recoarfled to thb 
specis! ti.S; Dollar Account, jiscludlngarsmjplrteoofy or«tol< mjmihiy «3Mcma« 
{ficTtiB! lisiSie lufidswouBi^^ ataiaijKalto be psiy«(fc<j by USAlOfOFM) 

2, pfo«<lc to USAJO ipaierly irtinijtes-<i|htjaEcl-camn>ia<!« fiieaftagt, dctiiofuSniling 

p^tcipaioii by ibe iwavinras siswi <!45<:«si.le>iii<iver hudgei apjsoyal. ta)4sbi variance and 
oiiTcr.si|!bifii*(tt’bBdsela!y: issass 

4, Pto\<ideio ySAlD {isriadfcinvBUOcy (ind fwi(ls»«s vdrtficaaim rcpailB 
J, SbteniiiDlJSAfDiji^ciSy sports (kmonaralini; pra^essto !in(Bovcfincincial niaji4g««sii 
praclteitbystrcngihwIngSntornsIciwtrBii, iiKjb&ig datomcBiwioB ofinlciiisd risl; 
asscssffitaB. processes and procedures 


1 . Provide. £|C 2 Aeriy cvKtencb bf-ptoRcess imctrd achieverner;! bf impWived human resoisrco 
manapftiient pjactices !flc5ii<0ng bw.nK Itaited to: 

a. aiito!iialctfe:fiRie and asiendaiii»q-.!MOTiyi!whjidijJSproccssinanro4enbHs aid 
elirntruliEg <SS^ payi-ncnJi and » strengthen aoccs* eortirab over ilte HR oatBlssc 
of persoKne! records 

b. doamwnt inlema! poiic iss and prixedoKs (or lltc HR diructonUe 

cu devek^b fuli saifrine phsii, ircidiidingjab sever iptions far bI? potalians 

d. d«vc!op R Osbiinu pbui Tor cacJi depsrfnKtti'divjiiiiXt linked to ihc job deseripiian, 
!KcdsOl‘sn»(Tcncini)be:inp, pQsilM!OT and inoliKUng annoaS edtics tramiag 

c. develop procedures for birinfi anti ifeparlUrc, itKludinij Indivlditil emplayee 
dncoincnSnliouof corifilct of intercH forms 

7 . Siilanit te USAID qtjnrreriy updates onplans to: 

a. recoisdle HR and payrofl datRbasas 

b, intprort ducucufusulioa of scaUaBy ffsainlaincd [jctsonnit records by devdoping 
and using a eneckBsl 
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Background 

Faunded in 1747, .srfghanfelan has had a Uimuliuous existencs. Hied 'Aiitn natural 
fesourcss such as natural gas, pelTOleuitt. coal, eppper, zinc, snri iron, the CDuntry has 
alf the nscessaty elements te jump start rts economy. Hovvever, Afghanistan’s ecDnomy 
has bseri plagued, with, instability, bii is now recovering from decades of conflict 
According to Pubiio Expenditure rinandal Accountability (P£FA) reports, the ecanoirjv 
has irnprowed significantly since: the fall.ofaie; Taliban fegirhe in 2001. targeiy becaiiss :o{ 
the infusron of intemationai aasiatance, the recoveTy of the agricu£lufS sector, and 
service saotor growth. While the intemationai ca.'nmunity remains comrrtpfea- to 
Afgltahisten's deveiopinenf and has pledged s©nificant resources, the (Sovernment of 
the ISiamiO Republic, of Afghanislan JGlRoA) w# need to overcome a number of 
challenges., insiudiilg low revenue eoilectionj anemic job creation, and high levels of 
corruption, weak ,gDVernfrient capaoityi and ppof pubiic infrastrostora, .AGGording la a 
2D0S: .PEFA raport, Afghanisiana pubtie financiai managafneriS system achieved 

stamficant impravarnenls. balyveen dune 2005 and Decemher 2607, However, gapaeisv 
dewetepment to the line mimstries needs strenglhenirig. Conlpared wHh tire progress in 
the phislny sf Finance (Wo.F), developments m most line mihEStfies lag behind. T-aV 
example, cash, management and payment scheduling, procedures in fine mimstrtes have 
not improved and their intsrnai audit funstion does not meet recognized professional 
stahdafda While technical experlise in the line minisiries has sign!f(ca.n.tly tmareved in 
seveTsl areas, long-term. fiscal planning remains uncertain,. 

In .2010, Ihs Obama :administratton made a p54b(i;c strategic foreign-assistance-deastoh 
announced atdne Janwatv 2Q10 London conference and reaffirmed :by SeGrsf ary: of Stale 
Ciinton a,nd USA©. Administrator Shah at the duty 2010 .KabuL conferehca, ■•which 
committed fhe U.S. Qouemment la provide at least SO percent of U.S. Gdvernrfierit 
a.ssistar)ce directly tO: GlRoA, to be chaniieted through GlRoAto core budget systems 
wtihin iwp years (2012)^ in Juris 2011 , USAlbfAfghariistan negotiated a scape of: work 
wiih GIRoA to undenake entfty level risk assessments of GIRoA line PJlinistriSB. 
Gantraats utilizing the negotiated scope of work were issued to Certified Pobiio 
Accountant (GPAJ fitins to: undertake the Ministerial engagements. The CPA :f1rnt 
finalized assessment report of the Ministry of Commuhicstipn and .Infpnriatibn 
Tachnoiogy {MoCIT) was issusd in July 2012. 

The United States, is, committed . to Improving the quality of Its aid In order .to maximize 
develORmBnf i,-i Afgfrgnistan U.S. military actidri in Afghanistan ind'jding USAID's 
syppori of tfie U.S. 6. Couhterinsuigeney strategy is expected to come to an end srcuhd 
DsE.ember 2B14.. USA© anticipales that FY 2015 will be the beg.tonfr’g Of a 
transformalrdnai deCade to a riorrnal USAID longer lerrn developrnent strategy VVitrt 
that transition to a rnore robtisl ira.ditiona; developmervt: .strategy will likely 'res uft in 
substantive changes in GErvemnient to Government )(G2G) assistance. 

The G2G Commit.TiCT’.l: .oorass with the lesponslbiirty to ensure effective use of funds 
provided by U. S: taxpayers and approprialscl by Congress, and the need to address 
fiduesary risk to the Partner Country PFM sysia.m being considered for direct G2G 
assistance. For that reason the Agency developed the PuDlic Financial Management 

' tontSon COnfe,'‘encs, January :20tO and the Kaoo! fnSetnsVonai COnferen-ce o:f Atgftasi.'stHn Jiiiv 

.231.0, r ./ 
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Risk Assessnienl FratneiSA’ptk fPFfeii.RAFj Stage ! Rapid Appraisal Asssasment. the 
Damocracy, Human Righfs and Gouernance enterroetj (t!R<3) review, and lha PFMRAf 
Stage II Risk Assessment la enaWa itia meer tital abjective^'. 

Xna FFMRAF is a mu!B-stags fisk-tsasacJ maiftodoiogy iVttereby USAiD seeks !d 
undefeiand iba fiduciary riski environment In targeted countries ID inform decisions 
whether 16 use or to increase the use of partnef cbunTry piiblio financial tnanEQement 
systems in dsliyerina aid assistance. The enhanced DRQ review, led by a USAiDMf 
tegrn, Is undertaken pficir to or in tOfijuriGlipn with the mission-led Siege 1 Rapid 
Appraisa!, aad^ seeks to determine whether a G2G Jn vestment could empower a 
government at the expe-nse of its people. Unless the macre-levet Ste^ I Rapid 
Apprassai and ehhanced BBG review dereniiine that ins.re is unacceptable or 
unmitigated cpuntry level fiducfary risk, poliBc^ eoi’tstraints, or other snsurmsuniable 
harriers tp the use of partnef country systenis, an ir.-depSi PF^RAF Stage if risk 
ssasssment— which is an entity level assessment— may he cocnpleied by the, Mission, 
Ws Stage (1 sssessiTient wilt establish the haseiine level of Mioislertal antity level risk 
CofrespQodiog to coniempfaJed funding ievels.. and identify vUlherabSlitias of the partner 
©Pitritry ifhplemenifng, entityi If the assessmenl. reveals dear svidanca of vuinefahiHitas 
to cprmpljon and ptfiar trigh levels of control risks, and the partner caunify gcvsrnmant 
fails Ip respond: or agree to appropriate risk mitigation remedy jneasures. then the use of 
partner country systems rituSt not be authorized. 

OSAID/Afafianisian has never coi'-dDctea the macro-level ennanced: DRQ: review :end :ths 
PRMRAF Stage t assessment upon GJRoA as required under currenily issued Agency 
PdliPy-ADS Chapter 220 :issued in draft in Ai^st 201 1 and sub.sSahtidfy updated in 
Wareh ,2012. Given tha history of G2& assistance in Afghanistan, this siiuatbn is 
undafstanaabla. The macro-Jeyei assessments: are to guide the decisian process about 
Whether £323- assistance shPMtd be oonsidered as a toiiais/al sssisfanca pbjeetWe. tp 
f^ghanistan, that decision was rhade several years ago at the highest levels ctf the U.'S. 
•Gcii^rnriiedi The Gfjama admihtstrafidn's foreign pofey dedsiort in January 2PT0, 
which was reaffirmed by Secretary Clinton and Adminisiretor Shah at fhe Kabul: 
confera.nce In duly 2010. strongly reiterated the U.S. conimitroent to direct G2G 
assistance to GlRoA., This conimitment vvas not mad® subject to review of macro-level 
risklih Afghatflistan. Sssentiaily. the foreign poiicy deasion to engage In G2G : assistance 
in Afghanistan has replaced Ifia first two sieps under the Agency ADS 220 po!ioy--thE 
enhanced DRG review and the PFkilRAF Stage 1 assessriianl: 

Scopes of work for tire entity level Ministerial engagements undertaken by GIRoA snc3 
USAID may net have complied with every etemer.t of the detaifed FFMRAF Stage il 
guidance as oarrenity revised in July 2012, hcrAever the Mission beifeves it hs.s ea.mtdied 
with the spirit and purpase ef that guidance, in August 2012, USAfp/Afatianisteh 
addressed an uncffsciat Stage I review by internally sumrriarizifjg re^ptiSes; to 
assassmenl guidelines using coliective in'ormalion gaihe red from piiblic expenditure grid 


' In : Avgust 20't1. the Agesicy issued a :r>ew arafi pday- AD3 Chapter 220 - peFtsintng to tna use 
of reliable parbter couf’tpy systerns far direct S2C assisfance, Thai poiicy chapter was s.ubslantially 
uod^ed In tele March SdhS and oantinues to undergo madlficattons- ft® .tefest in July 2012, <.vhere 
risk essessinectqtiestenneire ^DCefines wen,! modifieit This ADS chapter wHh its iaiest 
Tpddtllcatiphsnowrequsfes a. tliree-stag:e$pprccoh In the process: leading to a decision of Whether 
USAD should oohsid^ use. of a partner ceunrrys systerns to Bmptement direct Bssisrbftce 
programs., 

' Sp Lt ' ■ ? • ? gyAet-te Copilari . at D .i?t. ! ',:K.i tvd 
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fmsficiai accotintability IPEFA) reports, assessments undsi-takea by the CPA firms to, 
date, and other Informat Wormation avattebie to fs/iission staff. Using that taformai 
process and the MoCfT indopandent CPA ten assessment report issaed In Jaiy 2012, 
the Mission is dooum8rsl.in8 through Shis. frameworK .a Stage 1! equivalent report based, 
upon the most recenily updated ADS Ghapta' 220 g uidance. 


ObJeetNes 


The overall abjenttve of' this Stage li risk asssssfrieni is to datamine whether the U;S. 
Gcwemmeht ean :reJi< bn Bie MlniSby of Cemniunicatioo informalioin TePhnoitjgy’s yyloGIT) 
systems opetetion and imemai conttots to manage cforiprs’ feinas. Spediffoaliy the 
aes-sasmemwlf; 

» Delermins whetlier the MoCfT's financiat managementfaccounting system is 
sSaquate to properly Sianage and account for dariors' funds, 

• Determine whether the -WSoGtTs ioterna! conifdla ere. adequate to manage 
donors’ funds, 

® Determine whstfiar the MoCiT s procurement management Units .have suffieient 
systems and managetnent capacity to implement activities .and imanage donors' 
fur^s. 


Determine whether the MoCIT compltes, in al! materisl respeots, with applivSble 
laws and regdaitons. 
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Executive Summary 

Tile United Stale® Gb’jefnroeot coitimillad to riianneiing et least 5S percent of te 
dewefopment: assistance thrcaigh the rxafional btidgai of the GSftoA®. This oomraftmerit 
comes with the responsjbilily le ensue effecsive usa of funds provided by Ui S. 
laxpsyers and appropriated by Congress, and address fiduciary risk in the Pattnar 
Coiiniry PuBiic Finartraal: .Wanagement <PB(4} systEms at the entiry level being 
ccnstcEfed tor direct imptementation of USAfb-fcndad gasi^anoe. For that reason 
USAID devetaped the Stage it PublicFinanoialManagement Risk Assessment to wiable 
it to meet lhatobjectwe. The PuWic Financial Management Risk Assessrneni Framework 
(PFMRAF) Is a rntifthstage risk-tsased (nelhbdaiogy wltereby USA® seeks Is 
pndeFstand she fiduciary fIsH entfironmsrit iti targBied counlries to Inform dessfons 
whether to use dr increase the use of partner country, pubic friancia} managsinarti 
sysferhs iri rfeiivering; aid .assiSiance. tf the assessment reveals clear avidence of 
vulnatabliBes to corruplion, and the padner country gcvemmerit: falls to respond, the use 
of partnet country systems must not be authorised. 

TMs Stage ll sssassment was prepared to determine wheiher USAID ca.n refy on .tte 
Mintery; tJ Carntniirtication & Infcrmalibn Technology (MdCnr) systems operaSor. and 
intemat controls to ntartage: donors' funds. The assessment derernttned that USA® cartndt 
rely oh the Kfihistry of CommLintcation a information Tec.hnolog.y (MoGlT} cxirtent systems 
oparadon: and intepnai oohfeols to manage doners' funds witboia .substantive ntiiigattan 
pneasures Being incarparaled liKo Government to Government (G2G3 anraernsrrts 
negotiated withMoGtT. 

The assessmeni revealed several managena! and oparaticnal gaps indudihgj weak 
BOtfBiTtafice aruoture, vseak intsrnai cantro! envirc-nment, inadequate Rnehciai ntanagemertt 
and budgetrig and accounting systems. Jade of personnel poScies and pfocadurES^ andit^ 
lack of a tfisllhct fytoniionng and Eyaluation (M&E) Department for programmatic 
msthageraanl artd monitoring. These gaps are evidence of weak aosoiintabtffiy and 
coritmftfnertt to enfarcs besi practices, 

Tile assesstjierit also indicated that there is the need to strengthe.n the capacity of ths 
inlernal Audit Department and to docuraent tite Terms cf Reference tToP,) for senior 
rnanagernent eomniittee: rneetrigs. Furtheriiidre, the BOdgel farmliiOtion prooess af fftb 
fjSnJstPsi is<Ss transtsarency: neither is there adeguate controls refotad 10. Ftsted aasefO 
frianagement In additiDn. the: codes of conduct and staternsntE of cohSidl of inlerest tetns 
need to be signed off by aJi employees, and there is no tool for conducting employee 
mfetence dtecks as the time of recruitment. Under normal circamsiances. the results: of 
this assessment would lead USAiO nol to engage in G2G . assistance, with the TdWstry. 
Sfoca the deteBminalion has already been made la engage fn G2G activity with the 
Minisity, approaching assistance with precaciiicn and conditions, U:SAID can reasonabiy 
mitigate the identified risks. Apperrfix f deiails ihe idsntiSeo’ risks and proposes possible 
mitigating measures to manage those risks 


^ London .corrfersmeon Afghanislsn, Jsniiary 2Q10 and the Kabul fnterr.Btlnnal ccrtferencann 
Afghanstan, July 2510, 

- ^U.- -May ' Set-lwi Caplud ar Distributed 
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Assessment Conclusion & Results 

ySAlp cannoi rely on iha tVfinislry of Cominufiicaion & intormatiors TechnoSogv (fiiteCiT) 
syslems operatfQO and internal Gontrois to nianage donors* funds. 

» MopIT's financial managemenyaccaunting syslam :£ not adequate to pmpeily manage and 
acoaunl for donors' .funds. 

• MoCST's imsmal canlrols sre not adeqaate to manase donors' funds, 

r 'ifidGiT s procurernent ffianagament units da not have sufitcienl systems, and managenieFit 
capaeity Id implemeflt acaylies and manage donors’ Kinds. 

» tdoClT did not fully comply v*th GtBoA procyremenl taws and regolstions. 

The mfernal control environment is nci adequate to erisure effective and efficient 
cpeatiorve and compliance with acplicatile laws and reguiatfons, safeguard assets 
against: theft and .un^Shtonzeri use, nor mitigata trc risk st corruption. Nonetheless^ we 
delieve the identmed risks oan be reasonafaly mitigated. jSee A.opendix 1) 

SSanagemen} and governance strocturQ 

One: ofrnairiagemenfs responsibilities is fd areata a .solid tourrdgtion Ibal wUI ensure the 
effective and .efficient developrnent oT a.n organiaation. Also, acoountabte roanagament 
needs to irtsure appropriate policies are developed arc! applied, talents that are needed 
to erih.adGe organizational growth are identified,, and procurement t.ntegr.ilv observed, 
Govarnanca Structure should be designed lo: monitor operations of an entity to achieve 
long: lemn sSrstegiG goats aimed at satisfying sfakebaldsrs: and snsure oompitahoe Vifth 
the lesa! arid ragulatpry requirements. The aseessmerit found a weak gcverneoce 
structure, as terms of reference for tire inter-biinistehal and Projeci Steering Commiuees 
were Dpi; estebiished. and meeting minules were not ntaintainad even though these 
oBrnmittees fbrm an integral part affhe overall governance structure of the MoCiT; l.n the 
absence of detaited terms of reference, rights artd responsibilities of these bodies cannot 
be established. In addition, the MoCiT has not conducted risk sssessrrients, and has not 
develdped specific intarnsi control procedures assigning responsibatty for Rs processes 
to.,ad<fress- internal control vraaknssses on a. continuous basis. Tha lack of specific 
pratseclures to address these interrial •ddutrol weaknesses can create patential tdriflicts 
of iritarest 3,nd increase the nsk of misapprcpriation of resouroes. According to trie 
auditors, the, ipcsitlon of the iegai advisor is cafrently vacant and legal serVicss are 
obtsihed on a contrecaual basis from an external oorisuitant. However, trie contract with 
the Cohsultarit w*as pet ayaiSabie for review, The absence of relevant and experf .teoaf 
advice and :a well fUnctipriihg legal department may not be in she best mteresr of the 
blinisfry, as a may undermine the MNsiry’s tegs! interest and potenitafly exposes it to 
undue legal and ItfigaUon risks. Further, the interna! audit depa'-tmert of she KtoClt 
tacked an internal audit: iriaoual aiong with a clear, risk based m^thudblpay for performing 
audits This is mainfy due to s:taffs low tectinica! cspecity .and ina:aa.quala basic auditing 
quaWdalfons. in addiliori. the process of following op on prinr audit recommendaticriS 
was found sc be weak. An ineffeefive interniil Audit pepariment diminishes deterrence 
and iricresses she rits'k cf fraud, waste and abuse going undetected Moreover, 
transparency at various iavels at U's WoClT needs so be irnEroved, Fa^ example, the 
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annua! budget and relatea .faudgel axectiiton reports along with reports of provinciai 
aliocatian of deveiopmani ppofficts and annual reports are no: published go the (VSeCiTs 
webaita. Similarly, the approved budget for goods and sarvkss are not shared with the 
respective and concerned departments or diredtoralas. The orgarri^tfonal osks 
identified above raise concerns regarding the Ministry's long farm conimltrrrsnt to 
standards of conduct and disciptine tovrards internal conlro! aoiWKies, Tfisse epncotns 
fttghight sign'ifecant risk implications requiring constant management dtligenc® and rarse 
doubt as to whether ttte; Ministry has the capaaty to manage dortors’ tuntto vrithwit. 
dohors* irtvoivement. 


Rnanciai Mahagertient and Accouritirig Systems 

To aehleye SCtccess in prpgrafiri imp1atr>crifa|pn: r&iiabta fihanpia! managemenl and 
aocountlng. systems are vita!, and such systems al the fiSoCtT are Inadequate. For 
example, MoCiT did not have docurnehted iftfernaJ finsriCsal pMoariures, and funds 
kypilabiiSy i? not alwayas verified phof to irieurrthg expenditures. In additiofi, the 
budgeting system is not transparent, as proyiitcial pft'tces are not involved to tte 
preparation of the Ministry's bodget. This is a agnificanl 'weakness in lha budg^ 
fonmdiation, process, as it affects transparencyj commftmenf and ownership of the entire 
budget, (n fact, sapporling docymertetion for budgets and sttbsequeni budgetary 
revisiaris ware not available' for me auditors' review. Also, there is weak interns!: control 
osar cash management;. The, casnier has: the sole responaibility over petty cash 
operstiohs, hut does not maintain a. cash reoeipS and dishufSement .bask.: and there: are 
no Independent :pencdic surprise cash counts. In addition, the Ministry permits salary 
advarrcfes iri the: form of Cash to aaff, however there are no interna! rmbtrctsfo monito.'’ 
arid toahk toe Cash advances and a separate lertgar fo record toe:cash advances is not 
mairjtaine{:i. Also, formal procedures to ensure timely iiquklation of the cash advances do 
not exist this lack of camfrirtment from msnagernent to monitor cashier ppefatians, :and 
account for the Ministry's assets exptjses the Minislry to increased risk, of 
misappropriaHon and fraud. In fact, MoCTTs internal auditors ideniified antj reported 
issues regarding tjutstahdihg retjoverable advances, but it is not clear if any aclions.were 
taken to address the idsfififted deficiency. There Is also a lack of msr.agetB&sl: 
aceountabSity, discipline and good business practices. For exarnpiei fixed assetSiregisfer 
is met. fflsrttained and assets are not coded to reflect their teation S:nd cpprikicift, 
Aecording to. management, ;m- 2 si trf the fit^anidal staff does hot hake the naqUrfed 
educational brackgro,utid: specific to firienos and acoountihg , Secause of the '.vsakness.ss 
to.entified in the finahcia! manageraerr. system, the WoGlT cannot enstire that dot^ors' 
TvindswtB be Utilized effecfively Or s^eguanded against loss and misepproprtotion.. 

Personnef Policies and Procedures 

Human Rasdumes (HR} fumetion should ensure that qualified employees are recruited, 
frainied and rafained. The assessmem found the recruitment process at iha, MbSlT 'is 
vuinerable ;to maniputetioh and unfair practices. For example, job ahnouncemsfits, 
smployrnent oontracts, and promotion records are not ttocumsnted in ths personnel fifes. 
There is also no evidence Ihai tire HR con:da£ts isferencs checks cm . new employees at 
the point of rscruitment. hr addition, the payroll system: Is no* interfaced with the 
aftendanc® registers wtuci'i a.ie maintained msnualfy by the Human Resource 
Departm:ent attandance unit. FurthsrmorB, ovartlms is paid in cash .insteBO ofoBrrrgjpatd 
through Uio bankihg system. It is also salcuiateti manually and .is not vgrified for 
dccurscy, thus inofeasing 1he risk of errors, (fiiscalculatbiis and mtsappropflaipn ot 
funds. The asssssmont also noted among other things, that the payroll database is 
vulnerable to unaulhOffzsd access a.nd modificafion, ss the HR does not perfa.nri 


'•g8tf--> t kyi!fofrbg.C^>JiM ui. DisuTuuum .p»gc:S 
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mortlhiy pajfroU recondliatiDns to documsrit variances: and discrepancies. In.concl jston, 
the loufirail lack of att&rtllon to basic employntent documentatidn and praciices increases 
I'ne: Minisiry’s cipera.ilonal and programiYialie risk and exposes cior>pfs' fund tn palenba! 
waste and abuse. 

Procarament and Purchasing system 

Pfocurernent: is a icriticai orgenizatfana! fundiDn, as the MoCiT spends sign&ani 
amount of money an.nualiy on procarfflitent of goads and ser\'lcss- The assessment 
revealed that the MdClT procurement systern Js.wcak and vuinscabia to isigrrifteant risks, 
as there is a iask of tran-spareTicy rn the process and controls to praveni pfccaremeiti 
staff from circumventing poficfes and. procedures. For example, physical assets are noi 
tagged, ana staff are able disaggregate targe procurement to bypass the Procurement 
Uaw thresholds., in adaition. there is no evidence that dedaration of eonffiat of 'rterest 
fditfis are signed by procufement staff firior to commencing or approving procurement 
aotivifies, thus impeding the transpareheyof the procurement process. The Ministry has 
developed a ptpC5jfemerit..plar! but the auditors doted that the .pSah was nos in line vvith 
the approved budgei The lack of ajignmeiTl betvveen the procurement budget and the 
plan can. have, an adverse .affect on aperaftPnal and prqgrsmhfalid results, One :Df the 
other key defidenoies ndied during the assessment included the lack of iiudgst ^sisfls 
for procurement of goods and services, MoCiT does not maintaih a :p.''ocorsment 
datat^se .altering analysis . and monitoring :Of procurement methods and stipOliei& to 
snsure transparency, compliance, and competitiveness, in addtltoa Procurement 
CammiStae meieling:& are not docLtmeniad, and :the current procurement staff doss .not 
have procurement related educatienai backgrour.ds to perfc-rni pFbcureiTiertt related 
turtcfionsw Ultimately, the identified deftclencics resull in increased operational and 
progfammatie risk for QlRoA and Ihe dohOrs, 


Prograrh liSanaseiTJent and Manflorjng 

WpriitOfing reVeats whether desirec results are occurrir^ and whether outcomes, are bp 
ireck Ferformance managerrieht is a commitment to managing for results in order to 
achieve the best passible outcome. Acocrdirig to ihe auditors. MoOT does npt have an 
independent department responsible for monitoring and evalustmg actiyities land 
projects, and does noi: have a docuniented MSE ptan. Cu.rrently, MSE' fynofibn is 
performed by the Project Management Office which fs also responsibia for prpjeGS 
!.mplemsrttalfbn, thus creating a potential ccnfilct interest and transparency c-oricerns. 
The inability of the Ministry to effectively develop and implement an MSE plan is a risk 
that could lead; te prOgrammatie irveffictanciBs causinc goals and obie.csives not to be 
meet 
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Risk Assessrnsnt ffeasuretnent 

USAJD guWance stafes. pnoe a risk ftas been identirisd, ths impacs and prpbateilsy oi 
that risK must lie dglermiried The TOpadl trteasares ine sevefity of an adverse event 
associated with the risk and is measured as, Nagligtae, Marginal, Serious, and 
Catsstfophic, Conversefy, probeSifty measures, the likslihaaci of the occun-'enoe of the 
asvetse everi aBSOCisted wtlh the risk and is- expressed as, Rerfiote, Oscssioitsl 
PraPabte, and Frequans. Combining impad and prcsbsbiiily laclors categojiae risks in 
etusieis of CrsticEi.; High. Medium and LtJW oategortes- Akhougb swbfecttve, it: is 
noriefheless the basis for (he Risk MHigatteh plan in USAiO. 


USAID's PFM Risk Matrix 



Catasp-ophic 

Hi^ 

Cririeai 

f.riliefit 

' . 1 •> 

Ijapact 

:^rious 

High 

B 

f-rma.ii 

(-n’laat 


Marginct} 

Medium 

Medium 


D 


Segligihk. 



iV'-o'- 


Medium 

Medium 


Remoie 

Occasional 

Probabk' 

Frsiiueni 


Piobabiliiv \ 


r|| !tr~ Cup tfijj orOi arySMfei--. Page 10 
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Scope and Methodology 

Tfie indepencJently can-racted audiiors .condiicietj fihe 2012 assessment urider a scope 
of work wftieft focused dnidur main areas of 1) Procurement, 2) Accounting end: fntsmai 
cnftif6ls, :35 Aydit arrangsment, and 4) Human rescurEes. 'AWle ine audtt&rs canductsCi 
an in-dapth assessment <311 the four areas fnenlioned above, they did not use the 
AgancVs, approved puHio Financiaj Marrageinerit Risk Assessment Framework 
(PFWAF) i^ecWst; and did not osntorrn in many ways Id ttie Agency's PFMRAF 
guidance on risk insatment and riskassessment nisasuremenis ss that guidance {ADS 
Gbspter 220} was issued subsequent to. the negqdstfon of the scopes of work with 
GIRbA, Howevar, to ensure the tviission complies wiin th.e Aaeotty-s guidance and 
psrfsrms required due diiiganca, we ratiswed the auditors" report and we met with the 
audffors who conducted the asaessffifrnt to: gain a general understandirig of rns nature of 
fhsk work:- We met and dissussad with oar mleriiai financsa! ahatysts WhEFft had art 
UhdefelandifiS ctf the ministry''S systems. Based oh aufRlprs’ woriq our ceyiews. msefihgs 
and rssea.rch. we :eompieled the PFMRAF checkiisl: a.nd risk mifigEtion plan and we 
summarized our findings arid understanding fef this report. 

At the time :ef the assessment it was not clear if the auditors understood that they had is 
defne their findings in terms of risks so appropriate nsk miligatioh measures .could, be 
■deyefoped to address the identified risks. Because oilr review was conducted after the 
auditors had completed the: assessment,. and could not go Pack to dBtsrir.in& the impaci. 
and probability, wa :rBli.Ed oh the .understanding weVe gsined oyer the years of 
coliaboration withlhe aevemrna.ht;. Based on that uhdefstaniSng Ws defined the potential 
risks and we took a conservative approach and considered most risks to fse serious and 
profaadta untess the contrary was cisarly evidenu 


tjfrrtfenr K y t 'te'Ctipied -ai' Bis u t j J 
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HANISTAN 


FE'brttarv 1 1 .2011 

iSe j^iTtufeiitf r on €L ai^si Ftriv 

ACTION MEMOlU.NDyM PQR THE MISSION DIRECTOR 


TO: 

l-RDM: 


S. JCen Yama;siii1ai Mission Oirectar 
1(b)(6) ' 


(b)(6) 

I 


SOBIECT; Appraral ol' Use of Parlaer Country Systems (A.UPCS) - 
Miiii-stry oJRxlitcatkiti (Mrsli) tmdei" ADS Qtapfor 220 


Ftre 


AGTrON REQUESTED; 

IH oec&t-daii&e with Atiioniared Dircchve Swjcn> (AD.S> Chapter 220. you are 
tecjastaed to approve the wse of jrarlner etwniry' systems in eonneetinn with 
USAfETs; assisiaacc itt the Oovarnment of the Islamic Repiitriie orAfghajustan 
(CilRoA) tliitiugh the Ministiv ofEclucatHin (MoE}. ilijs appritve! 
deiermiMtiott 'vill remain ai fame for Eipiirtixinmieiy a three-year period 
lliraugh Fiscal year Kini tT Y E) 2015. fhis apfaPval ttisthoiTiJ? will arclutic all 
ciarreMt and. future, projjosed Covcnimcni ta CiovranmuBt (026} a.s$i¥prfiGe 
ttctisltics betw>ccit USAID atui tire hioK through i-YIT 201 5. 

'The iiiftmJ proposed G20 direct .ssskiante ticiiviiies drclade; 

* IJasiC i'riiuetttiotj. Literacy and fccliiiical Vaeaitonal BducJiUof; .sind 

I ndnma i’B.ld.,.! ;) — t,!SAtD total Citntrtlvvtdon cslininied at $1 38.3 million 

* .Arahatustaa Workforce. DcwdtipmeFSt Proeram (A WOP) ... US.Atl3 total 
coiUrihtakm estinitacd.ai y million. 


BACKGROUND; 


Ihe {viol:; is the sLewait! of tfjc Atahan erkscatkin sector aird in eolJiiban.i.titHi 
Tto Provinctej Edteilion Deparlmenis (PEDs.) and Disiriet EdueaS.ion 
.Ufllces {DHQs) aims t.o pimvklc teie edaeatjon ihi-migiKMit tlie eniJre couniry. 
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to tijvvurt poverty, frusiFatc atientfHs U> give vnitc 5p cxifomism, and deyetaf? the 
cESiiDinf's human capitai. The MoE is rcsponsibie fitr policy fonriufeioii. 
cuti'iciifurn and teadita- acv«eloptncjii. am} manllaring siTiii evaluatsaii <si 
edueatjon in AfghartiBrtui, llio Mioisirj' is led by &p3iaistcr CiltuJarji F.trooq 
Wardiiks ivtaj has started in the position since Ocioher 20B8 aiKi has ovcrscett 
Bignificant pi'ogress in the area of education, tvSisiisier Wardak, w-bo ret^sris 
diteetJy to the President, is supported by a !,codership CDinnHttec coiislfvungnf 
the idepnty Minislta' aiitl Directors of aii cIie Direeionites. Under ;AO!> 2215, t1>c 
MoE, as: a CrlRo A ^ mislry, constitutes a ptirtncr-goyGrnmcTit enthy, 

-UndEx tile lairnait &c-fv'ics delivay iiiOdel, ilw MoE. seiS'cs^as the piimirty 
msisager of edycation serv'ices, but also engages various other actors, atch as 
non-gcfv'emniental orgBiii^atfons (NGOsk the private seyior, and donors, in 
protlMingmauy sducatitMt incljidihg contmuiVity-based edueaiion 

(GBBh teodieritviiaiiig, and technical and vcwratiomtl etluctilion. 

Consistent with the 2(5iD Kabul Gmlerencp cuftimiimeni to nitwe 50% of alt 
IJSG dbvcldjsiieni assiirtaiiee on-budget, the Mission gradimily tiis been 
trbnsitusrtiag iis educaticnat aclivtlits to on-budget potigirainffliag. Tbe HEL f 
PrOgitani aiins tb iiscftiase access to mtaliiy cduciHian by suppariing in-scrvicci 
and pre-sertdee teacher imping, tcxtbcuik printing «id distribuiion, ctiiriintmity- 
tetsed edueptfoa to improve early' grade. reading, .aiKi Kt.cri«yr ^r^l teCbnjcaJiifctlJS 
dcveinpfnejft ftsryoath. 'rtic AWDP Prpgtam uissis to conii-fbufc la ecoaooiic 
grovvdi by addi-cssing high uncrnpkfymentand dte satrciiy of tochmcatly skined 
Afafein hibor and trained business manage'-s tbrongN kibor fnarbel focused 
frainiiig programs, llie AWDP will improve the quality oi'tecbnica} anti 
hnsitijass matiiigemcim trainiag pnicranis and prafessional deveteptnem) through 
pttrtoerships vvitft bJGQs, privtite and public socior busiitcs.B tmining institiJic.'T 
imd wit h'C’rs hi es. 

USA®, ?bc iargesl bibitiirai dorKir in education, coordinaitss closely iviih taber 
dotoirs which nre also active in the sectoi-. Nations such its Cajiada, Austral iti, 
Germany, Nortvayaiid Stvcden imptenen! off-budget progroros ranging iiom 
teacher froiniiig TO coraniuiTity-basGd educaii«n and vocaskmai training. USAID 
is the iar 3 cst;d.t>nor to the Education Quality lrti|woveaicnr Prugram (E^QUEP), a 
S 250 UTH lion project iii basic edUGjnion tuianccd by .12 dollars and ntanaged bv 
ire World IJiartk. .through .funds received in the AfghiHiistim RcconskBctiwi ITusl 
Fund. G]Ro>\ considers tire EQUIP. project to be on. budget. assistance as 
liBKling is inctirporaict? in the MoE budget arid tire stalT rcs(>oni 5 ib)e. fee its 
delrvcnililos iwirk wiiiiirt Hoii dcpailmeKls and report to pcspeclive dqiartmenf 
heads. 
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USAID will provide ofl-hudgcl technical assistance lo systematically accelerate 
the continued transfer of technical capacity lo. and improve program 
maitagcmcnl by, the MoE; promote greater Afghan leadership in the public, 
private and non-government a i cdticalion sectors; ensure appropriate VJSAID 
oversight of the on-budget initiatives; and further empower the MoE to 
cfTectivcIy deliver education services and mamigc programs in a transparent 
manner. 


Complying with USAID Policy 

Automated Directives System (ADS) Chapter 220. "Use of Reliable Partner 
Country Systems for Direct Mtmagcmcnl and implementation of AEsistance," 
establishes the “Public Financial Management Risk Assessment Framework" 
(PFMRAF) tts the Agency’s accounuibiUly mechanism to protect U.S. taxpayer 
funds from unreasonable risk nnd le maximize die value of G2G devejopmem 
investments. Apjjroval of the AUPCS by the Mission Director should be done 
on the basis of identified, assessed, allocated and evaluated risks and may 
contain risk-mitigation measures. Approval takejt place aflcr the completion of 
a series of macro-level and entity-level risk assessments, and at a time when the 
Miasron Director determines the appropriate fiduciary relationship with the 
instilulion con exisU 

Due to the formal date of issuance of ADS 220 (March 20 1 2) utid previous on- 
budget commilincnia by the US Govcmiiicin lo the GlRoA. a request fora 
formai Administrator waiver of application of ADS 220 requirements wa.s 
initialed for USAID/Afghanistan in August 201 2. *fhc waiver u'as approt'cd by 
the USAID Adinirtistnuor on November 20, 2012. lltc waiver focuses 
primarily on compiiance with guidance on Stage I PFMRAF Rapid Appraisals 
and Enhanced Democracy. Human Rights, and Governance (DRG) review. The 
Stage I Appraisal and the DRG review arc macro-teve! assessments, which 
assist with understanding the risk environnicnl in targeted countries lo inform 
decisions whether to ertnsider tlte use of a partner countr)''s .systems. 
USAID/Afghanistan has nwer conducted the inucro-lcvel enhanced DRG 
review and the Singe 1 ttsscssmcnls upon GIRoA. as required under currently 
issued ADS Chapter 220. Ciiven the history 01020 assistance in Afghanistan, 
this situation is understandable. The macro-level assessments arc to guide the 
decision process about whellter G2C: atesi-siancc should be con.sidcrcd” as a 
bilateral a.ssisiancc objective. In Alglianislnn. that decision w-as made scn'Cral 
> ears age at the hipest levels of the U-S. Government, llie Obama 
admitiisiraiion's foreign policy decision in January 20i0 cominiued the USG to 
direct 02G assistance to CllRtiA, I his cantinitincnt was not made suhiccl to liic 
review of macro-level risk in Alghaoislan. 
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fiveri with flic waiver in place, ihe Mission ■aill mtiSi ensirc tljat USG fisnds ere 
pi-operH' ssfeguafToed mid fiducuiri^ rislis are apprcF'rratetY i(!eolified pad 
iiiftigaltKl. To dial cr»d. lire MissiQh has ^nduefed an entity-te’el public 
OHancial iijansjgeiaonl risk asscssmejii upon ihe MoE which is coniparabJs m ail 
iHatcrial i'CSjJCfls to those PFMRAF Stage- 15 Risk Asscssruehls cOttipJetCflTiy 
Dlber tiilsstops aiid dcBcrsped in ADS 220, and no doe cllligerwo is 
BOiapForeisEiT The Mbskre-s f bk assesancnii like ihe ,A1>S 220 PFM-RAF 
Sifige It Risk. Asscssflieht lor fnsHEulkaiSi.exaaiifies itle ca|-7£icity, contra! 
sySiGim, aiid.day-ti>dny; practices uscdln ihe PFM swsteens in, the nknislnes, 
dcpaitaients-or agebcies ihai may he resi>onsi ble. far making imti canwing out 
deeisldns; and tlclions niJstea fa proposed ttSt} assisiance which USAip will 
IsrpYfde. Tile puipKJse ofthis risk asKessment is to Ideiitijy and char^Esrike ffec 
gdiicisiry risks of die; iasilnition viiihin the partner gov-etTiiTKat? to rnlhnn 
OSAJlj in detcrrriining vyhether u&e of partner cdsHtiry systems is suilable with 
the nTsiitot-ion. 

USAID, vvilii flifiparljcjpalion xirciRaA, ctHiiractcrfailtird-ipai’ty to cany out 
the. Stage Rr^ttii valent Risk Asscssmetii of the MPB, The .repori xx'as issued in 
December 2011. 


BISCUSSIfiiNr 
Fkluetaiv Risk 

The Mb.SkPt rCisogfi fees that .Afglttitiisiim is h higlt-risk environjncfttj 
ri^SrtKesrta hoth an Atventrehing foreign policy'' conesa^r and a ‘"nadona} security 
inreresf ' wiiltitt the meiiiiitig of ADS 220. G2G aeiivriles may exltihit rbk 
rirertirs feeyoiid those cncDuiwered in other dcvclopnieiii iaivtromvKMits. In any 
case. Ci2Q activities are expecteri to show positive slesreiojmicrt outconscs. eyep 
ifti inanageahfc risk: of loss esisB and risk mittaaihin is ktib-suTtmai. The 
Mission assumes no itceeptable level oiTj-aud. Ail idcoitfretl risks xvill 1» 
mirigaicil. Where ri-sfea are deemed high hj' DSAJD, rnrttgatktns W;’iH be 
iirqjieinent-eiJ prior to or conciirrera with ilie disowsemeni. of ILS, Governiisent 
ftinds tc- assure maxiraum pretccrion of U.S. tavp^y ec dcsihu-s. OtlKa- risk 
nii.iiKation wlii eoirespsxid to the Imrel of risk idenlifisd. 

I he Mission :negf!tiaies BtHttlitKiiis |Trcsederiu based upon iTsk miugatitui plans 
developed in accoirdattcc with iJte proccas set forth In ,ADSi 220. tn'al! 
Itgrecmcats wT'cre |sv.efirrnem entities have idemi-tted risks ,iind w-here a 
citftdiuwi prceerfciii is the apprepriatc nrii:igarktn !reatm<itTt. The eondiviotis 
prcccdcra will mitigiilo risks anti contrihuie to an appropriate inlcnral cx:intrfil 
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cnvironmciu. Other risk treaimciiis will eoittimic ihroughout ihc life tifthc Q2C] 
nctiNniy or until sufllcieni capacity is tJemonstraicd hy ihc piinncr government. 

■file Mission will apply the ADS 220 process to management of Irduciury- risk. 
Programmatic risk is managed through the application of tlte ADS 201 and 
other guidance to project design. This AUPCS, ihcrcrorc. focuses on fiduciary 
risk, issues. The project design documents should be consulted [br information 
regarding programmatic risk. 


On ianuary 2S, 2013, the Mts-sion Partner Country .System (PCS) team 
documented a Stage 11 Risk Assessment Report. The Stage 11 Assessment 
Report was prepared to determine w'bethcr USAID could rely upiMi the Mol- 
system’s operations and internal controls to manage donors' funds, Tlic 
assessment basically determined dial USAID cannot rely upoji the Moti currant 
systems operation and internal controls to manage donors' funds without 
substantive mitigation measures being incorporated into G2Ct agrccmciMs 
negotiated with the MoE. The complete Stage 11 Risk Asses-vment Report, 
including the Risk Schedule with identified risks and suggested mitigation 
measures, is attached in Appendix Number 1 . 

USAtD's initial activities to be implemented through direct on-budget 
assistance with the MoE arc the Basic Educaiiuru Literacy anti Technical 
Vocalionut Education and Training (BELT) Program . and the Afghanistan 
Workforce Development Program CAWDP). The programmotic objectives arc 
described below. 


Basic Education, Literacy and Technicol-Vocntional Education and 
Training (BELT) 

The ovenill objective of tlte I3Ei,T project is to improve ncec,ss to quality basic 
education, literacy, and Icchnical-vocaiional education and training, with a 
focus on girls and other marginalized populations. 'Iltrough mainly on-budget 
funding, complemented by targeted off-^dget iissisluncc. BELT seeks to 
improve the MoE’s ability to responsibly manage donor resources and direct the 
growth of the education sector, improve educational uttainmeiit. itterease 
literacy and numeracy among Afghan youth, and increase the number of 
Afghans with markctahlc. productive skills. To achieve these result!;. Bl-U.T 
will; 

o Strengthen MoP.'s mnnagemcni copueity ineiutC'mg its ability to 
measure student learning ouicomc.s; 
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o Improve lire sidils tind psrromiwscc of' leuchcrs tmd school 
adrainisy^iiprs throogh ifi'Sc-ryice and prO-scn,--it'e iraitiiRg; 

o iixpajid primary and tower secoiidan.* edueation througli 
eommuriity-based schools: 

o Einhairce tte school learning, emdroesitterttf shrough printing of 
additional textbooks and learning jiraterials; and 

o Impraye the employability of yout It fijrongli llitlticyand techrticjt! 
skills ttevelopmcnl 


USAID ttesigned SElfi' ip advance Afghan artd U.S. ohiectlves to improye 
quality hctsic cducatioft ctMtsfsleni vriih Afehanistan's NAtioimi Derelofiftteot 
StriiSegs' (AyiDS), the Idtaional Bducalion Strategic Plan (hlESP, 2hifiAdl4j, 
IJ,S, strategic plaits and pDUey governing USG ediicaiioital programs in 
Afghanistflsrarid tlie President's Afghanistan and Paltistan Regiortal 
:Stateil(^tion Stnitegy. 


AffiftaitisSaii WorMarce Devc-iopmeirt PrcgBim (A VVItP) 

'llte csltjCctive of the A WDP is iq increase joh placeineJiis and piptdde scif- 
emptoymeiH t)p{K«1tiriil1es to Afghan men and tt'omen by Intpioving lltc: skills of 
work-ers and linking them to credit ami business deveiopment opi>ortiimtisse 
The AWDP tviil stchtet'e this dbjeeiiv'c by impi'ovirsg the qtialjiv and 
acOessihliiiy oriHtsiness training pitigrams at the non-degree ievel thrt;iu-^i 
partnerships tvitll the private add public seeior business tiniping iitstittaiS! apd 
imivBrsiiies. 'fhis project is iniplenTented in close cwirdlnotion with the 
Mini$tr}' of Educat;ioig Nfinisuy orHighcr EducattttiL and the Ministry of 
.tnboh .Sseial AffatF-i, Manym and DisjiWcd. AWUP kcytlelivcraltles inchicJc; 

• Training and/or plaeemersi for 75t)QO people, n :tiyiirlcr of whom arc 
wonterc 

• f itiproved teaching ,siaitdai-ds and .sld f!s af vocational traincis: 

• Etdiaiiccd iccliiitcuL vtscaMaital and httsincss muriaacmcnl courses; 

• ftstaWished iir.kages hetweat training jtrovrdem and employers. 

Althoiig.li JsBL ( and AWiJP itiv'olve ccrtaht risks. tJjc MissUtn is sirucUitinc the 
pragraitt.<5.to fnetode a number of nteasures iboi tvill iniiiaatc thedanicrs aitd 


158 


eijsiure successM iinpjqniefitedon, MesT signtnciBHiy, USAID is jM'ovWirig e?!- 
atid technical assisnance lo ilie JvkiJ; to; 

o SirsMigtheii :M6E luncttans m key areaSi jncittdir.y, se-nacc deiivcry; 
admjnistreuoii: iiretiicing-and procarejitcnt: slratcgic planning; 
Rjoriiioristg: and ctTOrdjnaLion tuiiang.afeAiLmiics prp\lnces, 
fninistries and dosTors; 

o T-dster anti tfiSriEUwel MnE and comimuiky working 

rclaitasliips in idcitiiE’iog, and EKJdre.ssing: .k>cai csnsiraiiHs and 
pn>l>knis, nnii in holding die MoE accBuntable Sbr results and liigb- 
qyaiily service delivery thal addresses cnminuniiy needs; 

d liuild the capacity oFihe MoB to nionitar and assess stadsBi 
improvements in retiding and mnneracy. 

IJSAJD ^vifl utiliiie an Imnlemeniation LeHert iL) as tlTe bsjsie activity 
aEreeniEirt. The IL, when negotiaicd. might inctude USAID pr-ior-cc>nsent 
jsrivileges throughcjut the procurement cycle, aHitiitinns jirccetien! prim- to 
ciEsbuFsenrasjt, atscl ocher conditionalities requiitd throitghnut the activity perrcHi 
I'be coadJtioriJiOties also tviJi retioire the MdS to plan inid te-giis to address some 
oEyhe general vvealitiessfis identilled iti ttie Dec-ember 2D1 l-ctintrsietcd PT^M 
iiS!?csss5ient repott, in pai'ticular, the olT-htidaei tussisuitJce (nay work csplieitly 
with the MpE to develop eontrciis and proctiiures lo miligate identified rfeiss. 
Delsite jfeinecLingtntefvemioiis to address the findings of ihe Stage 11 Risk 
Agsessnient. Report will he included indcsigiis undei' llli'Ll trnd AWfot^ 1"he 
Otetlind of dtkbtsr.scment -will be on a rctnilno'Siihlc bteiis .for costs tncoi'naii or 
speeific inikst'dhes achieved. 

The IL agreemem •a-jU: require an anmia] aiidii of ihe MoE, ijifilusiw td' al 1 
U:SAll>s|jecific iiuariced activities. The USAID Office of l-'iimnctal 
Managuojent will partner w ith tiic InTcmal Audit Departments of MoE, and die 
Mihisiry of I' inanee under a. .separate Utojaicity llcveiopgient initjaiiyc and 
initiate jiuernal control and Ihiaricia) reviews of the Mo G- managed activities. 

The Gfiice ol' Social Seclpr Etcvekipmcnt (QSSD), Llic Office of Economic 
<,ire\vth and Inl Fastructure {OUtifiatTd the fidl PCS team, jtre respsinsible for 
sHoni'oring risk nniiEattijn sicjis, Jneiudura whether coitdiiinns |■!rceed^a 1 .( are 
met piior to ftincla dtsbursmnciii and Whellicr oUicr Ongoing coyeniHits cnnijime 
to be niei, Dcleninnation.s of wfini iricasurcs should be laken i rniittguf ins s(cp,s 
arc not impTcmenled nr elEcclive w ill be rnsde by die PCS tcatn. 


- rntt.; ? 
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All. p.lsrioed iliraci assisiJHtee t& the CilRoA Vi ill be prijvkied througlt 

csistwg legally blDclmg.bslaiefal assiaance agreemeuis^ vvhidi ittcludc USaID 
atkifb iDvesttgsuiaa and evaluafion rtghis on bchaU’offiself mtd other li.S. 
Govenmieta ageneies; refund, termination and suspeaskln provisioas; sajd 
proidsiotis miidfing the submission to USAID ol' plaits. speciOcatimts, 
proeiiFeiticfll of eonsti'uciiDit schedules, cortiracLs, or other dtictmeoialfen 
toAifeeo QIR0A and third parlies reiatrng to gnocis or services to be financed 
tinder titfise hilaterai assistance agi'oejnsKls. titGluding doeunientttiion reJaiing to 
the prcqualiflcatiian and sekiGiitsn of ixiiUfaeWHS and the soliciisiion of Mds and 
proposals, 

Resoonsibtitiies 

'Hte Mission's ParttJer Goiailrt' System ilK^S) team is coiuposed of the 
folkitviiig indhudusls; 



■fheMisiioifs Tediitica! Offices, Office of SiKiiQ! .tk-cior Dc-v-elnTiEnem (OSS'D:) 
and Office of Rcttnoatic Growth and Infrasutidiu e fODCrf) staff mejitbsES are 
fixpantted Pf’S teant membeivs tor 020 activities rduted to the MoE. those 
csca'B u.xjsancled PCS team member.^ inclucle: 

1(b)(6) — I 


nifiibiS espimded PC’S letHTi rerdcHvL-d ihcresulK at the Januarti' 2S. 2Q1.> 
assessment tmd is |•c.spons^bl;e for developing and appittviftg the tisk mitigation 
meiisorcB negoliated ifitei eadr respeclive G3Q nctlxiiy agreetTsent. 

the risk, mitigation .assessment .nod slnwegy vvas revicnvecl by the CM^aJ Panner 
Couni Ai Systems Risk MaiTogcment 1’eam (CjPCSRM'f .i in the Office of the 
CFO .to easui'c quality eomrol in the Pi'MRAF pox'css. 
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AUTHORITY 

Aceordingta ADS 220.3.j.2, ajiplkstksn af the J-FMRAF gives tHSthoni)' to ute 
Mission Dirccior to ttpprove the use of partiier eounirv sysieois, lyjown as the 
AjSprovtd of Use tif Partner Csuajirj' Syslciiis (AlJfaiS). 

RECOMMENBATIOH 

"niiit ,TOu approve Hits vvditen AjSjiroval of Use orpartrtcr Oamtry Sysients For 
the Misiisin* of 

Approverh 

Disapproved; 
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Background 

Foundec} in 1747, AfghanistaFi has rsad a tumtrttuaus- existence. Rich with nature! 
resources ELich as: natura! gas, petrcieMm, eqa!. copper, zinc, and jfoh, tire country has 
al fha Jiecessary eletneits to jurttp stert t!s.eqpn3tny, Hawsyef, AfghariistaFr's ecortoiriy 
has been plagitetJ wBi &istaijiliiy,. -bte, -is now recwerihg faom Peeaties of conflict 
A-ccCrdiiig io PaWic B^naltura BAanoW AccoyhfalJilHy IPEFAj reportSi the ecphpm.y 
has improved .significantiystfice the fait pf fiieidibain regime ireiSSOT largely because of 
the intusToh of Intemafidna! assistance, the recavery of the agricylturai s^tiiA atsf 
service sector grovifth. Whfla Ihe 'iniefnEftiono! comrhunay remains cdnfmilt^ 10 
AfghaTilstaifs: dsuefppment and has piadged sighificaht lesoufces:, fhe Government of 
iSie: Islamic RepubHo :pf AighsniBtan (GlRoA) wilt need to overconw a nurnher- of 
ciratienges, ipctuding low r^enue coBection, anemic; job creation, and Wgh feveis of 
ccsroptiaA. weaH geveTnrnetrt capacity, and poor pubfte irifftsaiTMciore. According to :a 
jagg pgtA report; A^tenisSan’s public fB-ianaa) msnageimeni. {PFM} sysieiii acliisvied 
sTgnWosiitintprtsvemefas; bstvsteen June zoos and December 2007. .However, capatsty 
devet.dprtieiit fn the Ifftf :rfiihistrfe needs :6ifeng!fisnitig. Gemparsd with the pfogfess h 
the :Winisl)'y: of Finance (MoF), deveiopments in mcsi line ministries .lag behinci. For 
exatnplo, cash rnanagemfenl :and payinentssliedutihg prOoeduftes in line minsstffes :have 
rtpl improved and. the ihtefnat audit function does not meet: recognized professional 
aiandsrds. While techhfcal eidsertise in the line nnlrfistries has; sjgnificaritly irnprOved in 
severaf areas, longderm fiscal planning remaps uncertain. 

In 2010, the Obama administration made a pudiic strategic fpreign-assistance :cfe{^fen 
arirvDLinced at the Jantiafy 2010 London coiifeiericG :anci reaffiirned iiy Sectetafy of iiaje 
Glintan and USAID Administrator Shain al the July 2Q10 fCabui confereriGa, 
CBffiffiittad; the U.S. Government to prctwide at letjsl 50 peroenl of U.S. Governraen! 
assistahce direcUy to GlRaA, to be ohanaeled though GlRoA's core budget systems 
fvyb ydarS {2312 j'’. in June 201 1, ySAtp/AfgharSBlan negotiated a scope of 
wdrfc witH GlRoA to Ohdeftake entity level risk assessniehts of GiRoA tihe IhiruSlfies. 
Cbritracts utilizing the negotiated .scope of work, were Issued to Ceriifiad Rtifalic 
Acdtsiinlanl (CFA) firms to underlalce iitc Mitrisleria! engagements. Fhe CPA iSns 
finaifeetl assessment report of the Ministry of Education {MoEJ was :issued to 
Oecember 201 1 

The y hited States Is coinmitled to im.orovifig tire gualtly of its aid to order to fnaxirnize 
dweiepment In AfghaniBian. U.S. military aeiksn in Afghanistan, including USAID's 
support of -the USG OOtintSnnEuigency .slralegy is expacted to come to an end arotsrd 
pdcaaibef 2014, OSAlD aOticipatES that FY 201S will ba the Oaginnina Of a 
transformational decade to a normal USAID longer-term developntent slrafegy. Thai 
{faosStori to a mere rabust, tradhional dev.gtoprnent strafaoy, wilt !3<a!y fasuif in 
substantive chariges in tSov^erntnent to Governmeni fG2G} asststartca. 

The G2G cetotmitment domes with the responsibiljly to ensure effective .use of funds 
provided by U, S. taxpayers atod appropnated by Congress., arid the need to address 
fkluciary risk in trie Partner COuiiliy PFM system being constde,ted fbr direct GZG 


■ London Conference, January 2010 and the Kab(.il IntemationaJ Gonfertince nt ArQlianiEjan 
JufySSrO, 
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assisiance. Far that reason, Itis Agency dewelapea lha Pubtsc Financiai Manasemerri 
Risk, Assessment Framewortt (PFMRAF) Stefla i Rapid Appraisal Assessirienl, the 
Dewocracy, Human Bights and Goverriahce enticed JORG) review, and the PrMRAF 
Stage II Risk Assessmertl id enable 11 to ine^ tflat objective^ . 

The PFMRAF is a, miilli-siage, risk-based melliodotogy. through which USAID .seeks to 
ucdafsispd lae fidoctery risk envlronmerit in targefed eorinlries to inform, deeisforis 
whether to use or to ificfsase the use of partner qoohlry pUbliq trnanoi.af ftiahagerneht 
systems In deitoering aid assistance. The enhanced DBG review, ted by a USASDAW 
team, is undettahecs prior to or in cargimctioh with the Mission-led Stage S Rapid 
AppraSsal, and seeks to determine wijethBr a G2G investnienl could empower a 
SbuernmerTt 01 the expense di its pebpte, Untess the macro-ievet Stage I Rapid 
Appraisal artti anhancsd DRG review determine that Utera fs .unacceptable or 
unmitigated coumry level fiduciary risk, polHtcaf coiistraittis,. or olSter insurittsoiiniaisle 
bairlars to lite use of partner couritry systems', bn te-aepth PFMRAF Stage fi tisk 
assessment — ^whlcb is an entity-iev^ assessment - may be completed by lha Msaan. 
Titis Stage II assessment wilt aslabUsh the baseline !e\(ei of MinisSeriai erility level risk 
ooffssppnding to contemplsted fyndirig ieveis. and. itiehtify Viilrierabilittes of the partner 
Qoimiry impiementihs, enlily.: tf the assessment; reveals, olear evidence of vuinerabilStfes 
to cafriiption and Other high levels, of cofrUol.itsks, and Ihe partner country government 
fails to respond or agree fo appropriala risk, intligation remedy measures, then the use: of 
partiter country:systems must not be aulhortzed. 

tre.AlD/AfgS’tanislar! has never conducted the macro-teve! enhanced DRS review and, the 
BRliiiRAF : Stage 1 assessment upon GiRoA as required under currently issued Agbocy 
Policy - ADS :Chapter 220 issued in arafl;in; August 20i1 and substantially Ltpttafed in 
Match 2012., Given the history cf G2G assistance in Afghanistan., this situation is 
UndefBtartdabte. The maoro-levei assessmSFits senm to guide the deoisjoft prbcesS 
abo.tlt whether :G2G assistanoe should be considered as a bilateral asaisia.nOe ;objeciive, 
ip Afghanistan.: ;that decision was made several years ago at the liighest ?evefs;:pf the 
U.Si iGoyetnment, The Obama admWstratioh’s foreign policy decision bl- Jahiiary' 201'0. 
which ■'A'as :reamrmed by Secretary ainton and Adminietrator Shah at the tiabui 
conference in July 2010. strongly reiterated Ihe U.S. coinmilnient I .0 dfraci: G2G 
assisteboe to GIRoA, This commitinenl was not made subject to reWeyv pf rfiaDfo-tevel 
risk: Ih Afghailtelsn Essentiaiiy, the foreign policy decision to engage in g2g assistance 
in Afghanistan has reptaoed the first two steps under the Agency ADS 220 policy - the 
enhanced DRG . review and the PFMRAF Stage I assessn.fenl. 

Scopes ct work for the entity level Ministerial enoagemenls undertakan by GlRoA and 
USAID may not have complied with every eteraent of the dstaiied BFtsiiRAF Stage t) 
guidance as ciirrently revised in, July Z0\2^ howevoi, the MiEs:ion bsiteves it has 
complrsd with the spirit and purpose cf that guidance. In August 2012. 


^ In August :201t .: tee Agency issued a new draft policy ■ ADS Ch-^ipSe; 220 - pcrtakiing to the use 
of reliaOte partner cpunlry systems ftr direct G2G assistance That policy cfiapiSr was 
siiOstaiiliatly uijclaled in iaie tvlarch .2812 . and ccrutnues 10 unaergo mtxiiftEatfofis - (.>10 Itkttst M 
July 2012 when risk ascessnie-nt diiestionnairc guidelines were modirmd. This, ADS chapiar vritli 
Its latest modlfisaSons now requires a Inriee-aage ^praach hi tee pfeoess leading to a deelstofi 
of uifistlier USAID, should eonsider use of a partner country’s s,;sterRS to mipSuftitSfR direct 
a$si§:lance 
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USAID/A'gtertfstan addressed an unoIfKaal Stage 1 review by snieTnaiiy surmearizing 
fOSpDnsss Id assessrnent guidelines using coltective information gathBred from pufalis 
eiperidtUfe andlriancia! acGountabiiay; iPEFA) reports, assessments undertaken, by the 
CPA firms lb date, and irthef infonnai iftforiyraiion available to Mission slart. Using that 
Worrnai prooess arsd tlie independent GPA firm assessmert repDri ot ihe MoE issued in 
December 20t1. Ihe Misstoo is dbebirrentir© (hrough jhis frarnewqrtv a Staga li 
.equIvaSerit report based upon the.rnesl recently rtp>daled.ADS Chapter 22D guidance. 


ObjeGtives 

The ovefaii eh]scs!ve ot thisassesaneni is to determine whelher the Lj,S. Government can 
rely on ihe. frtiffistty of Educaiion (MoE) systems operation and internal eontrois to manage 
donor funds. Spebificsily. the asssssfrtem wift 

♦ Oetefmin&AVhether the MciE's financial rnanagemerfiracCooriting system is 
adeguala to property manage and acoount far rlcndrs' funds: 

* Determine whetliet the McE has the faianeial managerrient capacily to raansge 
the proposed activity , 


• Deterrhine .whether the MoE’s tnlenrai controls are adequate to manage donors* 
funding, 

• Deterrriine v^ether the MoE’s procoremBnt management units have sufficient 
systems and management capacity to imptement activities and ntanage dOhora' 
funds,. 

• Deterrnine whether' the MoE complies, in all mstenal res.pecls. With applicable 
laws and ragulatfons. 


Psge 5 


4 
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Exaeutlve Summary 

The Ltatted States canmihed tc improving the qoaiity af its aid in order to maxitnize, 
dsvefopirient faenefite in Afghanistan and pledged to chanrtel at j^st SQ .percenl of iSs 
des^etopment assistance: through lha nalibnaf budget of the CSiRoAT This commitfnerU 
cnmes wilh the responsibility to ensure effective use of funds provided by U. S, 
ia5!payafS: :and; appropriated fay Congress, and address liduciary fish in the Partner 
Csuittry Public Finanetal Mahagerrient (PPM) systems being considefed for direct 
impteitientatiaii of UlSAjp-fuhdad assistance. For that reason, USAiD devaidped the 
Pofaiis FIfsancial yanageiTieni fysti Assessment Stage It risis assessnrerrl to enable it to 
meet that ohjeclive. The Public Firsancial yanaoemeril Risk Assessment Framswork 
(FFfiflBAF) is a mulii-siage, fistebased meShoaotogy, through Aliich USAID seeks to 
UndefStand the ftduciaiT nsR erivironroent in targeted countries to inform decisions 
wheflier to use or increase the rise of partner oountfy puhiie financial mafiagEittsnt 
:systeros In delwerihg aid asslstancs.. If the assessrhenl reveals clear evidence of 
vulherabiliiiesti cortuistioh. aitd the partner cotifitry governrrreni fails to resporta. the use 
of partrter ootinSfy sysiarns rnust not be authorized. 

This Stage :ti assessment was conducted to cielermirie whether USAiD cart :reiy on the 
tvtinrsliy of Edu«5tioh ^JitioE) system's operatiorr and imeiTial :oontF6!s 10 mahage donors’ 
tonds. The assessment basically :aetc!nriined that USAID cannot rely on the .MinistiT' of 
Eduisaiion (MqE) eurretiTsysienTs :operation and interna! controls to manage dortors' furttfe 
without substantive mitigation measures being incorporatEd bto G2G agfeerridtitts 
negotiated with McE; 

The .assessment reveaiad several managerial and operahonai gaps mcludtngj 1.) weak 
governance sB’uoture, maiftty dtte lo the lack, of a. cQrnprehe,nsive risk strategy requiring 
key processes and: intarnai ajntrols to be identifiad and dociitnanted, 2) irfad^uate 
nnanciai mahagsment practices resulting from budgetary arid finanicjat Syaietn 
weaknesses,, 3} deficiencies in liefsohne! policies and procedures due to .ipck of 
procedures a.nd fnadequaie payreB system, and 4) weakness iii the prooWrerhehi arid 
purehaskig syKtem due rnainly !6 lack of formal procedures. The assessniaril: also found 
ilial the. MciE lacked an effeciwe mechanrai? for moriitonng and evaluaSon., With respecl.ta 
the governance structure:, the assessment identified Hre need to strengthen the capacity 
of the thlerhai Audit Department, and to document the Terms of Referertce (ToR} tor 
seniof .manggament committees. These weaknesses ate indicalian of weak accountability 
and.cammfiirient to enforce berd pradises. 

Gomparirtg wilft norma! circumstances, the results of this assessment would fead iJSfiJD 
nci; to -enasge in Government Id Government fG2G) assistarice with the Ministry, Since 
the determination has already berm mads to engage in G2G activily with the Ministry, 
approaciting assislsnce wllh precaution and cendHions, USAfD cart reasonably mitigate 
the idcihtified risks, Apirendix 1 details the identified risks and proposes possible milisstlfi.g 
measures to manage IhoBe risksi 


Loadoa Canfaranca on Af 9 !tani.St«n. Jamary 2Q10 and the Kabul Inlernaltonai Conlererwe: on 
Afeliasista-n, July aOIC:, 
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Assessment Conclusion 8t Results 

tha assessmsnl found dwt foe U.S. goverrantini caninS rely on foe tifeiisJry of Educalfon's 
(f0cEj systems of operation and internal coffticislO maiiage donors’ fiiniis. 

■ MoE's financial marragemefiyaccourtmg system is not adequate to praperly manage and 
aoccunf for donors’ fonds. 

o MoE does not have foe f^anoia! mansgsmen! capacity to manaae proposed. actwitfes, 

» WpE's iniSrrial Cbnaals are not adequate to mariage tfonors* funding. 

• f'^o.E'A proRirerriert management irrate do not have surndienl systerps and managprnent 
capacity to ittipfemeni activities and manage donors' funds 

» MoE ifid not fUiiy cQrTtpiy with GiRoA procoremant taws arid regulatisms. 

In adcfitipri. tlie internai cpntroi environment is not adequate la mitigate risk offratid, waste, 
and atsuse, as severarkey oontrefe are not imptemented and it is undear if 
deluding the Minisiry, has the capacity to combat corruption effectively. Nonetheless^ with 
olear.cdmmitmerjl to change orr tlie pad ol GiRoA and the MoE. w’e believe the icientifieci 
risks can r-^Sonably be niiligated. (See AppencBic 1) 


Manasemantantt Governance Structure 

One of nTarragemenfs regppnsiWIiiles is to incorporate fxrlicies aifo procerJures in 
raaciianisms for imptenteniaiion to ensure the effective and efficient deveiopmenl at tlia 
orgAbizalioii, and the achievemern of organtealianai stfategic goals. AceptrnfafeJs 
maftagement: ensures Ihet. approfriate polistes are tdaitefoped and applied, code of 
gevefTtWSnt ethics are enforesd, procurement inlegrity observed, and. robust fihatioia! 
controls are in place. The aSSessmant found a lecK pf managemedt accdunlebility as 
Iherewas no formal mechanism in place :to rnondor the. Strategic plan fOrmLjlated by 
senior management a:nd there, was a lack ct aorriprehensive fisK strategy rB.qtafing key 
processes and contraiS to be idenfg'iec!' arid do.cum,ented, f>itanageHtenPs. frisPllRy to 
fspus and effaclively guide the orgahteaiion, may, isad to the MoE nPt aotKeving its tong 
term operational objectives. Furthermore, wiihoul forniafized mappirrg of .ail key 
processes and associated controls, an effective risk protile cannot be ©slabiiShed and 
tberefere nTcnflOflng.is hoi readily feasible or effective. Also, fvtoE governance structure 
is weak, ssihe feadershtp committee tasked wilii the fesponsibility of impiementing the 
Etrategic plan did not have' documerited lemrs of ref eranco da fining its specific rotes and 
rastporisibiiiUes. Strhilariy. ths fotamal eudi! department does hot have a docuftteftted 
ihlerna! audit charter and conducts iansaclion and compliarico-based audits vvitfiota 
utilizing a risk-based audit pla.n. Vateak governance structure ipipacts the orgaaizalion's 
effeelfveness to deter cmruplion and propsrhif account for donors' fuftefs. In addilion.tfre 
assessment reveated That the internal .audit staff did nol systemotfoatly monitor and 
fBlfowHip on reoommendaiions, and lacked capadiy and the required qualifioafions io 
psrfcmr Ufeir function effeetrVeiy, The eiudil department was also fuoEtionrng wilhout a 
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fnrmafized annuai audS plan. Overall, (lie absence of basic internal audit practices 
rentiers the tnternai audit depaftmer* ineffeclive. 

Morsover, ihe. MoE does not have the capacity to encourage and enforce code of 
govemmeni. ethics, andfor to disoDurage. pptehllal corrupt ads, As an example, Ihe 
feifiniaiy. does rsat have access to forma! and refiable iegai represenlation. it has instead 
a designated, staff aciteg as a Sega! sdVisor. The absence of a fonnaf le^i departmen! 
and 'Madeduats iegaf capadty may not be. in the best interest of the Maisfry; sines it 
spufci undsmir.e Ismety compliance with the applicable laws and rsgulatlDns and 
pateriially expose the ypE to undue legal and (lligahon risk. There is aisc- .a tack: of 
effecltve leadership at: the Ministry, as anentior* is not given to tosfc rTianagemenl 
controls. Whife -She Ministry has a newdy established inforniation end; Communioatipr) 
Teciwolbsy fltSfl depafifneht, the deparlTnent.is currently responsible forproviding basic 
IT services ohly, and: does not have any role in the managenient and maintenance of IT 
systems (inqfqding finapcW fnanagerheni and reportihg system) being used by the Mo E. 
The systems’ :BdminisltaifiQn rights or the ability to raodify aitd override stored data are 
with the management Of’ each dEjjartmerrt: UnresinctEd access to the Ministry’s data 
and jine mansger's sbililv to overfide system’s inforrrration is a sadous iniemai contrcils 
waaltnesB wN<^ questions the reliability and inlagrity of the Mihispry’s data. In fact, 
uhiteensed and pirated; software were detected on the Ministry^ operalirrg systems. The 
DVeraii lack ef dapacity of the ICT department and ihs tack erf basic IT ccntrois :as 
derndrstrateq by the use of unlicensed saftware for the Ministry’s operaHons exposes 
MpE :t6 operational ana pfagrammatlo risks as weli as possible litigation. The IdervtifiBd 
weaUnesses raise concerns re.g a rding the Ministry's long term cotTvirlitmeTst: to effective 
go,verrtance, stapdaras of canduci and dfsciptme towards internal eOritroi acUvffiea, 
These -concerns biighiight significani risk implications and raise doubt as to vihelher the 
Mihislry has the capseity to manage donor’s funds wiliiout substantial; involvement by 
the donors. 

PinatTcial Management and Accounting Systems 

To : achieve success iri: program or projed implementation, reiiabie finartciat rrianagement 
and aocountinB systems are vital While tire MoE has a firtsnciai managenteri! arrei 
.acccirntirtg system, the Eystams need improvemersl. The Minislry has deweJbp;ed:a 
Budget: Prograrti and Exijandilure Tracking database (SPET) 10 record and track bOlh 
operalional and programmatic budgets;, but die system is not beirig fully litiltaea. Tor 
example, revenue iransacltons remain a manual process and tranaactiohs from the 
provinces are not updated in ,a liineiy manner because the provirices subnrit their 
InformaOcaT late- resuliing in unreliable SPET reports. Further, data maintained: In the 
SPET databsse does: :nat matcti the aaia in the Afghanistan Management Informstion 
System (AFMtS) which is updated regularly and is utiliaed by iha Ministry of Finance 
iMoF) for the national budget formulation. The assesBmsr.t; indicates other :ffnancj 3 l 
management weaknesses as weil For instance, M-3 requisition request forms .used for 
small procurement payments are not sequentially nurnhered to ensure campleteness ot 
records, and 1q prevent duplicate payments. These internal control weaknesses 
undemrine tbs refebilily of fhanciai information and diminish the eifectsuenass of 
extstrng poticaes anc procedures, resulting in increased ojjeralional and programmatic 
risk as well as risk assodiated with mis apfsropna lion of resources. Also, these 
weaknesses inhibit the MoE from odeqoatefy managing anti safeguarding donefs’ funds 
against poteriita.1 loss andfor mi-sappropnaltoh. 
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Persoane! Podciss and Pfocadutes 

Sacruiting, iralWng and retaining qualifisd strtff is a viiai part of any organization’s going 
cDiwern. Maftagemenl’s atfllude toward^ recfuilrtiertti tiiiman resowces (HR) policy 
devetepment, and Irivestrtient in staff afferis an of an oi^atiizalion. Tire aoditor’s 
assessment found the HR lywciion at MoE is sirsceplfcle to manipi^atSon aid unfair 
pfSdtees. For example, there is nd formal ernploymerit agreemam doouniented in the 
stTiptoyees- ffies, arid! joft descriptions ^ npf aciinowSedged Oy MoE anti the 
empSr^ses. Ths lack of a formal work a^eemerr! vyiih si^mfHS t^fns pi employment can 
create dperatJeriat wulrierabSlEy aad increase Hie Mftifsify ( 093 ! risk. Also, personnel fifes 
are: lYiainfalhed irt different .departments. iMlhin tfie HR .Dfrepiprafe and. are not 
centrafteed) There is. no standard diecklisl for nieintaining {he.perSOTtfljy ffleS ftqr is ihefe 
a jog rhaWatfted for tfaoiting the rndvement of emptoyee’s dbcumerits, TbeSe 
.weaknesses cartiead:to.access: control issues as well :as .oper 0 i-idna) ineffefericfeSi and 
uitimately fesdlt in unauthorized changes to personriel fedords,. payraii Ifreguiafilm and 
or errors, frt addition, man^emenfs attitude toward racruHment and human reSdxsfcee 
Doticy develppment needs to: be improved,. The MoE HR::has:oo method for reoprciirig 
and motrrtoriTiQ of staff . alfendanoes, code of concluct and conflict of interest forms, are 
riot read and Isigned by aii Mdi erriployees .arid ihsre are no procedures irt place. to help 
improve:staff:qapar:!ty building arid staff tetenHon.. Also, the assessment fatnd a lack of 
notsSe iriveslrnetil. in .staff developnrent . For ezamplB. ernpieyee perldrmance is. not. 
constdered in the :prBparatibn of iraining and rievelopaTjentr pfe:n.s, and,ihefB:‘ iS.. no 
prooedure ora chackfist for formally conducting and docunneriting ejttl lntervisws: IiIIqE^s 
hr: dsparlmen! -fieeds: fdfidamental teprovements to address the: .above tderttified 
weaknesses,:redoce operational vulnerabikties and the risks of nepotisrh and crdftyism. 
The impternem^ion of fcmdameniai changes v/tli lessen the irsk of ttifing unqualified 
staff,, reduce the risk conflicts of interest occorrences, and improye managemeni: 
:aCGountabitiiyi- in conclusion, the overaB tack, rtf affention to bdslc employmenl 
Socumsniatton and practices undermines operational and progranrrnattc goals and puts 
donors' fund at risk. 

Ffocorement and Purchasing System 

Proeurerniait is a Cfilical orgarrizational functioit, as the MoE :6pends a significartf amount 
of mortey amtiatiy on procufement of .goods and sorvioes. Pn>ourQmeni irreguiarilies 
and fraud wastes soarca resources and can defrirnenlally impacf. operafionat and 
prograrriftiafic goals. The assessment found that Ihe M;o6 had a. well-defined 
proplifdfrteih procescs based on iha Afgftatnstan Proouremeni l-aw, hot the PfodurtehiSht 
DireciOrafe tacked a fbnrsaf procurement manuai docaihenting actual ihEefnai procedures 
and processes. The tack of a documented irrternal procUremem proceaures arid 
pfocesses .exposes; the Mlrtistry to inconssstem procureihenf practices as weit as 
qperaSonai vUteeratHiiGes and inefficfencies. Aflhough MoE coiTiplied wilh the spiril of 
lhe::Afghentsl.an Procurement Law. the assessmant raises CQiicenna regarding current 
p.rcctiremerft manaserhenf. practices. Current procurement pfactices a1 MoE is that 
management does: not have a documented, prs-ap.p'-oved Hat of vendors for small 
prcouremerfls.isefow APS 530:000 ($10,000), and marragemenl approves vendors at its 
dtscretfon witlrout property documenting the basts for the vendor sfiiedion. In adcktion, 
Ihe: Procurement CSrectorate does not have a formal and indopondent co-mp/stint 
process, and vendor watuetion and approval criteria are riol dootifnenied. These 
inconsistent and inefficient praciices could result in unsnlended consequencss or 
irfegylarilies, and could pot both GiRoA and donors’ fund at risk. Considering ifie low 
quafificaiion Of the procurement dspartment’s staff, the risks to donors' funds are 
probable.. Ultimately, the lack of documented procufement procedures and the 
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procurenneni weaknesses identified above hinders compliance with inlended 
procurement policies, resulting in increased operationai and programmatic risk for the 
entity and donors’ funds. 

Program Management and Monitoring 

Monitoring and evaluation (M&E) are essential and distinct management tools for 
ensuring program success throughout implementation. Proper program management 
and monitoring reveals whether the desired results are occurring and whether outcomes 
are on track. At the MoE, the MSE function is under Ihe Genera! Directorate of Planning 
and Evalualion which is also responsible for the preparation of the five-year strategic 
plan, along with the annual and operationai plans. The assessment found that, in spite 
of this enormous responsibility, the Oirectoraie is not fully operational due !□ lack ol 
capacity. Consequently, the Budget Execution Committee is performing the M&E 
(unction and is monitoring the progress of the projects, but only in terms of its budget 
utilization under each program. While programmatic progress and budget utilization data 
are captured in the Directorate of Planning and Evalualion database, financial progress 
dala are captured in the BPET database maintained by the Finance and Accounting 
Directorate. Although data for critical decision making are kept in the two separate 
databases, the assessment found that there is r» process lo link Ihe programmatic and 
financial progress of Ihe projects. While there is ongoing, discrete programmatic and 
rinancial monitoring of projects, there is no systematic and independent mechanism in 
place lo conduct overall M&E of the projects under each program within the Mihistry 
The inabilify lo develop and imptemeni an independent and systematic M&E plan is a 
risk that could lead lo funds being used for unintended purposes and lead to 
programmatic inefTiciencies. causing goals and objectives nol lo be met 
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Rish. Asfe0s&iiie»t Measarement 

USftlD 'giisdance stales that, grcb a risk has been .idamifted. the impact snd probabiity 
Qi thst risk be determined. The impaet meastirea the severity of an adverse evsni 
aBscoiatecfvjievtbe risk and is measured as NegSfllbfe, blargiiiai, Serious, and 
Catastrophic. CorTvetssiy, propaWiily trieasures the likeiihDod of the occurrence of: the 
adverse evenl essodated with the ris'tt and fe ^pressed ae Remote, Occasional 
Pfobabte. and Frequent, CtOTbipirig .irnpae|. ant! probabsifty factors catsgcriEe risks in 
dusters of Crftical, Ugh, Medfam and tow:c0iegories. -Atthougl'! sisSsjedive, it is 
nanethefess She basis far the Risk Wiligaliors pjan m USAiD, 



USAID's PFM Risk Matrix 
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Scope and MolhotSology 

The indepe-ndenliy conltaetec! auditors oooducsed lha 2011 assessment under a soispe 
of wrk vriiisii focused on five main ateBS, 1) Governance. 2} Aocoundng: and tnternaf 
Cenfrols, 3| Humari Resources. 4) PtocurenrieRi, and 5) Program faanagsrnsot and 
Montofing. Wniia fhs auditors conduced an in-depth assessment on liie five areas 
meniionad above. Ifiey did not use: !Sie Agency's approved PatBic Financial Manageinerri 
Rjsh Assessmenl Framework (PFWRAP) etieeKliBt,.arid did not oonfofni in many ways ta 
thS; Agency’s PFMRAF- gutdanee on li^ . lieatmsnt and risk assessment measijrafHerite 
as that goidarice {ADS Cfiaptor 22t)| was issued subsequent 1o lire negoijBiitin: of the 
scapes af work with GiRoA. Hovrever, to .ensure lira Mission compfies with ihe. AgeScy’s- 
guidanceand performs feqtRrad due diligence, we reviewed the aadllors' repptt and we 
met wffli the auditors who cDFiduciedltie assessment to gain a general iindetslanding of 
the: nature cf iheti' work, Vtfa mat and discussed with out inlernal financial analysts, who 
had an Understanoting of the Jifftmelry’s syslams. Eased qn !t1e audftcrs’ work, our 
reviews, meettngs and research, we Goniptsted the PFMFSAP ChecRltet siKl risk 
mitlaaiton plan arid we suntmarizcd our findings and understanding in this report. 

At the time of thefsssessrnsnt fl was not clear if the auditors, understood thdl they hadto 
de.firie Itfeir flridirtgs in terms of risks; so that appropriate risk rniligation measures cpiild 
bo developed to address tfie ideniffied risks. Because our review v/as condootod aflgr 
the auditors; had compiefed dte assessment and we could riot :gij back to determine the 
impact .and prababiirty, vre relied on llie undsrsts.nding that we hove gained over the 
yaarg Of ddllBboraSdn with the sbvernmeid. Based, on that ot^dersiafidir^, we defined Site 
potential risks, lAfe look a cprsservaitve approach artd considered most risks to fse 
sertoys and iprobsWe unless tho contrary was cleaity evident. 
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mUSAID 

tiinH THS-AWSKICW' reofw : 


ANISTAN 


WEMORANlltM 

■TO; 

FROM: 

!>ATF! 

$UJ!.FECT: Stilsi; !f «{uRalau! rRb aasiy^tisni wfipit aod prioriUKitiwi rn(<ii::ni«n 

iniiiisiiTOs Md rfctiaMJiemicti castauiBls for fWiiiisirv- of Rtiiicmkm i&feEJ 

RRFERRNCIv: USA IDFAfpJrjrii^UHv^ linage, il cfini-vitlcul tisl. rqictr! ttjt lUc of 

Htkrcsil ion: fMoRF 

Tilt", tiiEiiKB-anrium ccniiiiiraicaies (be ivsiill ol'oaf Sage. II eiiuii'iileni risk assesHnent (cj'ori aatl our 
recsmffiensied tisJ; ffiitigalkw ineasures aod.ln-hHiii.isri:.'! for Mitrisu-j oi Stiieiikin (IvSttR), 

TiK rasuit.sIVlhis Sl;iise: !i .osjui vale nl, risk asscssnciii rcpuii'is hstsed cm am- cxisiBiiiatiori isf (Isa Cf'A 
firiii fibulGKril iissesssiira! reporls af AioE tsstted hv Dec dfll t . and oar revieve of otbe,- pBbf&tel 
itssesFiineiKsnii (lio Gnvcmmwn hi ilto blainic :Rqvi!li)iE<j!'’ Aighimistiin (OtRo-AJ. 

The .wcrall ohjeetiv’e: <>:f ibis Stegc II etinivalenl lisf: asswsinent w^is lo. rietcrniiiic w’helhtTitlk l/i'S. 
ga,vfffl)ni«Ai :<:aw: relj on. MoE’s' sviwni.s, cijiamien and imeiriiiil coiUfBls to ottsisgc doiwra' <iir«K, 
Spcoifeiilj Hie i(SKSSin«i!t;HaS feigned iti t!eieritsiiie \v!iqiicr: 

• .ViblFS fiiuihciifl nv:iTuvpcfnct!knccoiniujie svsDni Is :uiequ:«e lo properly marjage and aecrien!, 
(or ciCTwrs’ lurvcK. 

• MdEJias liio linaiieijfl manapenK'Hi topaidt.y lo nnOiiau* picipi ised 
n. MaIFs JnierHaieootcrikvne otJetpRue vri Hiiioai^ilonois’ IWnds. 

• Mdi: s pri*r'nrenienl -njannjieinein uniri luive vbrtteient vxs;cins;:ani.l niunagenjeni eopsicbj’ to 
iinifeneiii aetivities im;i manai'e donors' 

« MpU Kiinjiiicri: in ijiS renitTial respeciK. vviRi apptifiipie laiw and regulaikris. 

'I'hs assessavant fotuKl: :eii!aH!eim! rhte irr Mot5'« sysileins, opetaiitin and imernal tiMfissk. Trie 
identified tiste aini vegtii-siei) faV. ri'iiiigiiiiua mearitres: and ix-nciunnrits arc doetioiented in (lie 
as-nrepriifeii SBige R etiaiediefit risk assessnjsni n-pnn. To (Kip rtic Ivlisshin ai-blie!)' iis.ltsincinry 
feifiinSiMItte and engage in teveiiiniciii to nrivunin-airi! ncMv-ity witii Woi; re>|ir»n,ybh', we've 
prioriiircfi Ihc :ri.sUs acenttling 10 their poiciitjat IrtipBcr (>n tile Misrion's irivesiineBi ni Mol-'s t-ura 
Ixrdget. Oar reeptntnqKk^d risk tniUBotk’ii nieasiOvs.aie hriSed cm ftriritiuseition nr rick k*vei,v at HieK 
aad riiedium ;sse ttie cRiri; Piioritbreiin! setednie - ,;\Bacl;nieW It Far its On-litnke; ( «':rwiiliee s 
ecjnsideriRioir as prs>jeci aetivhy desieny are oanlisuplatcd and (.iTG luriaeiiieut-, are !ie(;ni>a(ed The 
hi:j<h, lisks are iiirisc iisks tlsi! can Iwive a -screrc ami !te(nirK,'K(oi iinpaci On the M.n afcihtv tn 
aolHevo its goals irad olTjeiriiws, Hediiim riils see those riiiis iltsii cijii hssvc a tiepnri'i- rnspiwn cm the 
efiici.ency ol' liiir NStiE's i!j.KriUKjii anil |tE!i1i.>ri!i:(Bcc, OpM rviTimiiKnicls; itie felinwfr.E ctniaiiiore, 
piccedenl eovenanri. coridtlicinaikicrL. and iiKisilutftnK activluo he uiilridercd In ^Uc OioBodsiet 
Cirattniucc as fr’tTagrceii rati sari- felEiied'and riegntiaisl. 


Partner Cnoritry SysECffis' Tesni- 
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Ui^<n»iriiin<Lc!d CtimJiikms l*rec«Jenl'i 
MaiiaactfifcHi atid G^Viernjiacv S^nagtiirc 

. 1 , Ocyck'ip ^J;nlap tor »TC<^|tomt-trtg {Kilky pfnttrdmci ^vJitdi rtxiiiirc liptbtlfii^ and 
tHndfiiH’me ‘iNe:Sirgtiegic 

2- Pe^iclop rt?qifH‘c5 M?***^^' ‘.b.d^'elbp ihc jq'nis.or refsai^nce fer the 

icadurshjb apd jravi: 11 dlsirjtrttteil lo idi members «rthc eomiiiiUcc. 

3. DbvtiJop 3 fVlaBltJ cKIsrfjtish an AioRi CnSirrtieec U'bh art nviwTfiiiht rej^an-siliiiily o'.'^rllw 
ifitiJnKil A iwIM i:ie|KirtTni!«4, 

4. piimilp|2itrm:l llrjyiknikjr MJmgiiftieiii lo etLSHrcimpriiyed hvibrmiimrtyra^^ 

conimiM* t ccivfs bldgi niJiiia jJCfntT.i pi aci tees wtcHidi |t|i t mprbvciJ 11 ‘ anti 

<nvi1icrj|b^p priii?5‘ i^|5{Slieiilb:^, 

5. De\'c}bp {>33!% to condiwi aiuiual rtst assessrnsrus wiili ^vijcifie f^sponsibilny asisijnrifd over 

proceiaes lo addiTJSs idbjiiiiied ijnenia! eenKfo! ^^cafencsscs . 

pipqrtcml Mrttmiiitrfti'ut 

Submii a pian approwd hy ck<? MoB Scjrior MmigriiiC}!! !<» mtplewcm rmpfxivcd fmaiKbiJ 
inariiigej'iKilrt prattiues tb^5g!{ie!> tmennil rir^rtive reppriliig pri 

ihs and expendh^rcs. a^d plans to develap p«>ai4iitys li* strengtl^n controls ^ 

reYcnuc', caidt ctjilcctitm ami d^K^SitSi 


I. Pinvhle pisui 5g>|iTv>¥L*;d by iJenipr Mnmr^eRWHt U> irnpurc inipro\xtl human Tes.>Kna:* 
m5npp,icni«nt prntrti«x'>5; uicludiivf, irtc nrtHMitsitisn! i'm docuiriCK.letl work <>pted<i>'^cs si,t«| 
perr&riai\pec eyaltiatwns.nralf einpioyccs oii iin awual basis. 

!!!!^ iVbVicks plan IP liiipixlsit' titt KiOKiiJC i>r(?erww»ie1iiicsu smd devekip^ chcckdsi in tnc«i(!<ir 
til 

5. OeveKip pbMi w ami atiJfldimcesiiUtt^i retiorictfeilR ^ind 

#1. Develop ;i full su^Jpig ;4uii. ijidiidingjob {iescrtjiikKis Ibr all posilloas. 

5. Dcybidti on tfoibliiij' plan ibi iradt dt^iatln^env division to dtc joh deset iptipn. 

6. I^cvcilop ^ riart ibanretcKicc pftwodnrcs Tar hjitn| inui tn^nthspig eanployecit, and 
dniaartJijnibi^ sIgn^l ctwilki orpiKTesi aid cvnfc: nf coudittn fivuvi^, 

7. Develop aphm fei muuduc3 pf oLTdarirK rcqitirifig hinnal <u?.re-'!iier«s Irern’ccn !he Mhifsli-y 
30d Its empJoj'ec^ wlutdj mus! I;(c>tijncd und kep! irt ifac eJUpkiyco files* 

i^focnreiflfenf 

i - !( pliwvto iTnpi'ist'^ pmcua-mcfti pniaices UHough tievelb(»'j!trni:of iniemiaf iJipaireitibni 

pretceditrcs-; inc4ud«ig iljbiic. rdnh^i to pr(M;iJj«nt3^ ^^ppnvxnil aiHfwnfy; vendor selttfison 
LT'itcriaand obtaining, stgjied cunfiun nriniyicst disclostire fom^s. 

2, Devolqi atTil ?««bniti an artnna! .pim^tertwin plan .nltgricd Willi die b»dg,ci 

X ?rniidb:MiTklencJgriil1cainMi'ln USrUbih^^ 

a> fKil-lSAlD ibirti^ vill he usKdK? irtnvli3sv;t«idiisH>k<rnnirf}vKlhk.8. 

hi tfO U^AID hjfrti? vvdl bt^ iisedin jiiiMta: ivsu'lctbd enntsnotijiios- 

E> no LfeAip ’*1111 iksscI, dfreiifb’ nr rtH.liVc<H|\% m pfodupv^ acyjuir?*;, ujp; 

strnc, sell or <tthiSH.v4^ de;ri bnlh arunnHwuip nknitc (AN> fin aeritiiltiirdi 
appiicsikinii «i indiHiati nmtnnrtitBTi nutiac (CAl^) Ibr jignenlbwa-l or 
eoRsirttclkm'dcrmjiniicrti ap|>Hciniotjs. 

Si iVJoE. will r3vbu;fo ilife pFofeibbUsnln all iHvtsrrlcd hy ii tbr proieef m\it 

reipibe liic intbiftlmisif this l^rsdilWston Inany sybeonmicteav-^irdei 
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L f>evetop 11 pJitJ'i its eslab5L‘ili iin insmcndCMt Monilijrinit ami Evis^ualiDn ;iyp;jfls0cr5i v>iili 
j,“^Bariv licilticd ruks jettp«tisihilal«Si, 

%, Devie^km wrha’ii iu>d pro^i^diHiSv Tot Moraioriiig and fxvHliSiikuL 

n. Dc^^ckip aii;a«nuaf >io«‘ibri}i^ and Svglusfc. plan. 


lleeiimnJ4'ii.il«l CiitidilHHSS Iteqturmji Cov<?ninii5 smil Ongtiis^ Mfinjienng 
and S(rfc»t*tnr{r 

!. bubi5i5i.qi.rar}^jrE‘ rc|«:»rls coivpnrHig pn>gnitnmal1ci^fdfc> lo pJamicd ;it*uv#K''i^ In diii slniitigtc 
pMui. 

3; mkiiitc* prilic: IfUiawd Aiidn i>5ipa?i;fnmi5 AadU CoinmKte^ n^^cungi iifkf 

ifc u<ij!\vdf tht i ui; mtemid ^u?dM plait 

3v C<i?iddi^ risk ha^*d aiHiii* icipecialty USAID landed 

wtliiivdie mHiisby* 

4. Pmvide a <sumuf1y jii“ogres5JV^ <5n }l\c appwvd: pkm lo inij-'wxTvc hiibririaii.Qfi and 
ccmiiTiiinicivt wci lediwdqgy Tntiiiagwnciii prAciicc? widndmg procedure* jbr iRipri>vcd IT 
cwiirrsk and ovil’iersldp 

5. lbw4de:L*vidcriet; pr rolkiw- up acaHrilics^-na prior year o«dli rccomineiulaUons. 

6. IVovwaanual risk; tisios5.i9c«i ru^dtls idcntifyufgkey r^nice^se* and iulornaf epHirui 
weaknesses «nd ihe niltigasirvn pum i<> addrc*i$ (dcfililiti.slAveflkn'css^^ 

7. p!\i\Tdc platw in mipravvs tbc capacHy ofihe Minlsin "s departiUCiii by cnnskktbtgap 
intemal IcpIciun^Sicsl m tntAti ihe eiiUiy‘>. icgjd undcUiitj^wrUmf 

ncial : Mh uasf me ai 

1 .. topics oi anauiUly audhed iruaocfiil >U(U“«li*jaNby UHAlD OiMew* oF IjisjMor 

Cikiperal apprxwcn^ ( 'IhA f ni rs. 

2. <^V!i tjumlicrly teris. fubtnK a IjitkI nccoimiabihiy siatcfni'fti UiMy rttoadlcd to dw 

Dollar j^St'iauioi. inducing xt coniplcic cap) of cavJb mnofhiy bank &t5Ueiiiie:ni:(b>rnia! IIh 
the fund accwndabilUy-sliacincfU lo he piiavidcAlby USAID'OPAl). 

J. Provide: qi^ancfi.v pi;oijrcs.s rqMiils on dcvoiopH-Mmioriprocedurts for 5iul«inai.jfig,I.Tans;Kiiou.s 
rdatcii in revenue afKl coiteloos ustiHi bankdMtdianojds, 

4.. I^mv^ideripnirfcfly iiptlaie< 00 ixrouicssiclafed tu provhicml level mpw access iw ibc Budget 
Proj^rwfn aad Bspcntlio tra TraEktHP l Bi 'IrTi syMcm and icctinclliauuri of ilic BBITT jiad 
AFPdiS sysients nil ri Qioiitbly 

5- Provklo qiuiiievly lipdaies m plans U) iiupmvv rmatiubl maUageniein: pnicitces lo sia^iigdicH 
ttnernal ecjnirutsi: indudlng pSaiiS cu inipmvc rqx^rlhig on eIic' bndgor nnii cxjvendiiuics, lu&i 
p^siis ta.dcveiop prv?cctkirc& tn suvfHi5heH conirois.ovcT icvenMC. cush collatvioa ami def-asiis. 

f hi man IU»s«»rces 

DeyamisoiUs pn^arai by ihc .AbiH icportnig da i|i«in«rly piogicsij adifevti^tw liiFlimmni 

rei;ot(fCtr’; o?an;igCTiiv?it plaij? mcluaiitii InM- dmlied k> iht-r rapmvjm' iiunrs:' 

J . {^itigrcvv on plan to impr-'':\ro inMnau iiiammcinent praciiccs. ataKiding ibt* 

aHiuueioeai for dijciinfjjnk’d ivork olMective^ anti pt.‘fforiTnau*o evxilsmbiiu-. oi idl cmploy-^'^s 
air avianoiial iia-jif*. 


Pi»ge3 




182 


2. Pfoi^jKs Oil 10 linfirove c-ciilral f^efsoiiftcl liJcsjiiHriJ'HfXKloclkni of chcci'H)<tv {o motHtor 
^lujs^af4;KorfitfrHoifT{d Rlei^. 

3. PsrtgrciA on loitiMoiOHie am1 «b^ iCLOodUaHtH's ol'Wll aiKfpavmli 

4. l*rogr«is^? fell pirns tO 'diiyillop it liiii ^ilti^g: |dqii» lirdwihg Job tedipUpoN fordi 

5. Pfogrtsi Oil <lct^4tx|Ti<Hem 7*f ^ amvitid phifi lor each ciepa:noHPit^ #Visi«ii 

1^ iHsijpl:* dcscripluni needs pfiiaiTcacairtt^iig p»Bi(ion<i.afKi incliKiins^ nnausal etlik-a 
iniiiMfig. 

6. PragPt\«5:i>iPclcvcf6ppwnl of {wtKreilofep i'df hlnPu im\ cippfevees. pud 

dpewipciil Jpg signed coi i IQ ic { of i merjesi a«d Kgfc i xT wit ulitt? f fo rjtii s. 

?. Prei^iS Birdevcfap^iwBr of|MXJcediires;rcq^HiriTig{V»nT^!i u^recmcms bciweeji the MktiMry 
and iis employees v-Hfei«b nnist tis signed iwid kd>i m trw viiipk^xjc files. 

iy Oi> -a quarterly provide wi lire- viitfijs onhe planning ninl exi^iniikio of 

4 lie ipftieiireiiieiK pluii . 

2., C)n a <pj3Jtef]y i^nsis, jifneids eviriiatcc of |W4jrgfes> inNVTad dc^^tdopnumi of mfenral 
prcwiiirciTiooi pfOBrd«fs3f nicludiiig itiosc ii?lowd io {nckcdruoieni approval atnhority, 
sele^llon crHiTia 5tnd obhJiwng ifigrwd eonnitn of tnicrt’sl tlKTktjjurc forms. 

Monlmrmg imil KvatuaiHof 

I . a hitSfe, pitiVide j^lJigfc>..s uovard of vvdU^n pidldia* and pT«e«;du*:C‘> 

Itjr miijuii>rlng;, evaiiranou imd repflriirtj; un key Indiiranas cj I* USAID acii\ itJe.s, iueiodlug 
nZijMinJwbic indivtdlrahj pr offieiS siid ihsdi iuiihorittcji. 

2.. rrbv^idfe qujiricriy wpdales on ihc iftrf^cincnlMkHi Ob ife phin 
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BCT C L aHK 


ACTN6 


ACTION MEMORANDUM FOR THE MISSION DmECTOR 

A 



TO: 


Sarah Wines, 

kcting Mission Director 


'‘"V 


IIW) 

[(Ms) 


/ 


TvT-n 




'SITHECO Approv?.! of Use frfPariTier CoantiA'SysO‘i|fei0^'UPCS) - lOe 
MJnistrv^ of Finance- (MoF) mder ADS -Cl^icr 220 


ACTION REQUESTED: 


in accordance- vrUji Anloniiitcd- Dtfwj^e S>'stera (ADS) Chapter 230, you are 
requested to approve. the use of p^^er country' systems in cpctieciion with 
USAi.D's as-sustance to the of.thelsltiniicElep.ufal.ic of Alghimistan 

(GIRoA) -fliroii-gh tlK Finance (MoF), This approval deierminai ion 

w'ili r'etiia-in in force ib^ ap|?fo,\imat.e!y a ihree-year period throtigh Fiscal Year 
End-fFYE).2.()I5. Xnjp^proval aiiuhority ivili inciude a-11 curren.t and future 
proposed CjoYerjj,|®M to Goverarn.ens {G2G) .assistaaee- acij-\;ities between 
USAID and ihrauah FYE 2015. 

I'he initi^t^oposed G2 Cj direct assistitnce acii-vkies incju-de: 


) rech.mc-ai Assistance Prograin fCT.AP) US,AID iotai 
coatr.i-bmion estiii'i-atcci at S 36.3 -million 
3 CARA V-AN nro-fccl -- US.A-iD>ijial direct ass-isc-mve .coniribu-tiori 
estimared at S- 30 miilion 
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BACKGROUXOi 

The MqF ts a GIRoA Koe miinsm' headed by fee Minister ef Finanee/repqrtnig 
ta (he President, rhe MoT is responsible ibr EnKtgei romitflatien and executioii. 
ccllcetion oftaxes, organiz-aikin and coriirol afpubijc experiditure and payracats 
to arffOBi the Ooi'emiseitt and the -m-ariageineiii ;of casionis. The major portion 
of- the Afghiin bueget is Tmanced bj' mterimtipiial assistan-ce. As a ceritrdl ptayer 
in linaociaj -sector reibnfi, the MsF is working with the Cenirai Bank of 
Afghanistan (ITa- Afa,haaisian Bank) to eiissH:e that -the counirv's cc-oron'jc /t'- 
infrastructure'-iS' working properly, ^ K 

^ >1 ' 

The MoF has the additional responsibility of i'mproviHg alsgRraent q|v',j ’’ 
ito'i'enmteni programs and budgets to befter-sapport natiaaai deygt^ticnr 
pdorkies. The i-Kipistiy is also increasing its influence on cocpl^iioii and 
maiiagameat or in-tcrnaiLonid,.dcvelopntent assistance to A:^^^fstan, 
p&ni-cuktrly through the imp!.-Bntcritari 0 a.of iIie-Aid Policy, K.ey 

aspects of the- A MI=' include chaitneiing more assi-sla§^<hf 0 ugh patnar c-oiEHiy 
systems, biiitclingsusfeuiable and e-flbetive GlRoAdjI^city, improving- 
inonitoring end cvatoiKHt o-finteiTi-ational assis^Sed. and redue-ing ‘pciralicf 
aid, de-i-vveiy mechani.sms- 

'I'hs MoF' htis developed a 5 year strarepifplan for the year 2009 - 20 ! 4, 
covering its long term ■pbifictivss., 

The' MtoF-’s broad goals, ss sl<t|id%"rhls--S-trategic plan, are to'; 

i . Mobilise rt".venuesp^^fnsin.age fee AMan Government Hnaitct's 
2- S.tipp.ort ocoflQa^jrh-anageHieni and promote economic growth 

3. }ko.niota gyi^^^oveniance and accouittsbfLsty across GlRcA 

4. MaiaageJfe'.JC.vveahlt 

5'. -Proi-rt^’iiest practice; vvilliin fee .Afghari public sector 

L 220, the M-o.F, as a OlRpA niimsirv' constimtes .a-parfeer- 

cct'c-rnraenl erit-ityt 

V ’ 

USAID's C2G -assistance to MoF wiH focus on suppoitins the .-Afghan 
Goventment eltoits to improve the capacity -and performance of-corsline- 
minisirfes respoiisible for -nationai prieriy programs. The proposed direct 
a-ssistanee to -Mof would heip ffisane-e ihe^cost-s associateti vvith: ( I ) international 
techni-cai aB.sistancc for d-evelapraent mid iniplementauDii- of human and 
instituts-Dnal capaetry buHdi-ng ae-tivities. (2) training, .ccacbing and menio-r-iBg cf 
GlRoA civil sefvaj-Us: (3) s-£remgfeeaing the-fetisfeess- climate of Afghaidsian ift 


uaM,. 




xr Ob 
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enable private investment, enhance trade, and promote fiscal sustainability; (4) 
strengthening revenue generation and improving budget management processes 
arid, (5) improving project management, monitoring and evaluation. 

Comolving with USAID Policy 


Automated Directives System (ADS) Chapter 220, "Use of Reliable Partner 
Country-- Systems for Direct Management and Implementation of Assistance,” ^ 
establishes the “Public Financial Management Risk Assessment I'ramework’I'-y^- 
(PFMR.AF) as the Agency’s accountability mechanism to protect U.S. 
funds from unreasonable risk and to maximize the value orG2G dcvelq^mit 
invesunents. Approval of the AUPCS by the Mission Director shoujx^^'done 
on the basis of identified, assessed, allocated and evaluated risks,iS3nay 
contain risk-mitigation measures. Approval takes place after tb^dompletion of 
a series ofmacro-level and entity'-leve! risk assessments, time when the 

.Mission Director determines die appropriate fiduciary relAiSfviship with the 
institution can exist. 

Due to the formal date of issuance of ADS 220 .(Mach 2012) and pretnous on- 
budget commitments by the US Government GIRoA, a request for a 
formal Administrator waiver of appiicatioira^K^S 220 requirements was 
initiated for USAID/Afghanistan in AugiJ|f 2012. The waiver was approved by 
the USAID Administrator on Novem^^20, 2012. The waiver focuses 
primarily on compliance with guid^^e on Stage I PFMRAP Rapid Appraisals 
and Enhanced Democracy, HumaMlights, and Governance (DRG) review. The 
Stage I Appraisal aird the DRJ^ ev’icw are macro-level assessments, which 
assist with understanding^ risk environment in targeted countries to inform 
decisions whether to c<^der the use of a partner coimtry’s systems. 
USAID/AfghanisiaH^s never conducted the macro-level enhanced DRG 
review and tlie I assessments upon GIRoA, as required under cun-ently 
issued ADS Gjs^ter 220. Given the hisloiy of G2G assistance in Afghanistan, 
this sauatiorm' understandable. The macro-level assessments are to guide the 
decisionj^’cess about whether G2G assistance should be considered as a 
bilat|^assistance objective. In Afghanistan, that decision was made several 
yeifs'ago at the highest levels of the U.S. Government. The Obama 
,^ninistration's foreign policy decision in January 2010 committed the USG to 
direct G2G assistance to GIRoA, This commitment was not made subject to the 
review of macro-Ievei risk in .Afghanistan. 

Even with the waiver in place, the Mission still must ensure that USG funds arc 
properly .safeguarded and fiduciary risks are appropriately idonlified and 
mitigated, 'To that end, the Mission has conducted an entity-level pub! ic 
nna-ncial management risk assessment upon the MoF which is comparable in all 
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mateiial respects to those PFMRAF Stage il Risk Assessments completed by 
other missions and described in ADS 220, and no due diligence is 
compromised. The Mission’s risk assessment, Like the ADS 220 PFMRAF 
Stage II Risk Assessment for institutions, examiites the capacity, control 
systems, and day-to-day practices used in the PFM systems in the ministries, 
departments or agencies that may be responsible for making and carrv'ing out 
decisions and actions related to proposed G2G assistance which USAID will 
provide. The purpose of this risk assessment is to identity and characterize the 
ilduciart' risks of the institution within the partner got'emnient to infonn 
USAtD in determining whether use of partner country systems is suitable, 5^1 
the institution, 


USAID, with tlic participation ofGIRoA, contracted a third-partyri^Oarry out 
the Stage 11 equivalent Risk Assessment of the MoF. The repo^vas issued in 
January' 2013. 


DISCUSSION; 



Fiduciaiv Risk 


The mission recognizes that AfghanistafcK'a high-risk environment, but is both 
an ‘‘overarching foreign policy" conc^^and a "national security interest" 
witliin the meaning of ADS 220. .^^G'activities may exhibit risk factors 
beyond tliosc encountered in o&«-dcvelopment environments. In any case, 
G2G activities are e.xpecied/g^’-fow' positive devciopment outcomes, even if a 
mattageable risk of loss exi^.s'^and risk mitigation is sub-optimal. The Mission 
assumes no acceptablejdt'el of fraud. All identified risks wdll be mitigated. 
Where risks are deej^dliigh by USAID, mitigations will be implemented prior 
to or coiicurrentrj^ff' the disbursement of US government funds to assure 
maximum pre^eVion of U.S. taxpayer dollars. Other risk mitigation will 
correspOT^^ the level of risk identified. 

The Ms&sidn negotiates conditions precedent, based upon risk mitigation plans 
dir^p’ped in accordance with the process set forth in .ADS 220, in ail 
.ilreemcnts tvherc government entities have identified risks and vvhere a 
condition precedent is the appropriate mitigation treatment. Tne conditions 
precedent wiii mitigate risks and contribute to an appropriate inteniai control 
environment. Other ri.sk treatments wili continue dtroughoui the life of the G2G 
activity or until sufficient capacity is demonstrated by the partner government. 


The Mission wili apply die ADS 220 process to management of fiduciary risk. 
Programmatic risk is managed through the application of the ADS 201 and 
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other guidance to p-rcject ds«gn, lliis ,4U PCS, therefore, focuses on Mudaty 
risk issues. Tire project desigi! docuKtenis-shofotdbe cotjsutied for infprjnatica.j 
regarding pcogram-n-mtic risk. 

Mianaama Risk 


Cn Mtffcii 19.2013. the Mission Parrncr Gountfc System (PCS) team 
documeatsu a Stage il Risk Assessfasnt ft-eport, .Ine .St^e 11 assesssaentrepoi^ 
.was prepared lojSeiEmiiF-e wkeiher USAiD eoHld.rc.ty iipoh thtiMoF systfiin|^v 
: 0 pe-r 9 tions and interea! eonirols to manage .donors’ funds, lire assessraetfty 
basically dcitiTained that IJSAIH cannot rdy upon the MoF eLUTent.syst; 
oparaiion add idtemal controis to .manage donors’ frfdds Withesut suba _ 
m’iiigatian mess'ares being iriCQiporated into G2G agreeidents -ne^^sed 'with, 
the MoF, The complete Stage ILRisk.-Assessracnt-Report, .induiMfithe Risk 
Schedule with identified risks, and suggested laiagaiion me 
Appendix ]SIi>.!n,bcr ' ! . 

USAID's projected activities lo be implemcHted thKjkJh direct ;on-btidget 
asslstatscc with the MoF arc foe Civitian Technyai^-ssisumce Progrttm (CT.AP) 
and foe C.ARA VAN profect Ihc programms^^&jcelives are desicribed beipw;, 



is attached .m 


CHdliaa Teehaicfil Assistance Pro^^ fCTAP) 

Foiiowing the Kabul Process. rvb^Svenvneirt fonmliy launched the Clv.ilian 
Techriieal .Assistance Rrpgriff^f July 20iG as an .OB-budget aafionaj profrant to 
strengthen capacity 'in Afghanistan. The program fo.ctses .on 

hiffisan and Institution^^,;d^'acity development, GtR.oA confrols the- recniteient,, 
hiring and piacetnei^^'Shfernatiotial and /Afghan- expatriate technical advisors 
who are paired ifV^go't'emme.o.t courucrparis io transfer' skills, knowledge aitd 
best 'intcrnati^ttypractices -and experience. 

The MoS^lri.ages the program and reports to. donors ftirough a Cjuarterly foruai 
calicCAc A-dvisory B'oard rneetiag, cha.lrcd b'y the Deputy i-lniiEce: Misister for 
Polg!" vfhp is me CTAP senior executive. 'The role of'the senior executive is -lo 
^r-ovs specific requests, for assistmcc from GIRq.A -ainistriss, tmd to prov ide 
'"high tsvei strategic guidance tO:.ihe CTAP Secretariat Daywo-day manEge.rneni 
is provided by the CTAP Prograrn Director, 

Ob SeptembvrVe. OOlW, USAiO signed m- initial $30 nriflieri grant agreement 
with foe MoF' for direct assistaneo tit support CTAP, Since ffieo, the agteemetit 
■A as a-meaded tc extend foe termiaatroa date .for disburscraeats through 
Sspiembsr 30,. atfod and increase USAID toM estimaled. contribution (TEC) to 


Sil 
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;S56,250;560, On Februajy 14, 201 1 , liSAtD signed aMClU wkh UK’s 
dtv-eiopir.ciii EgCTCvv DFEX c.^cpressing eonarson'intercsi and encoursging other 
doDtirs in supponing the impienieritat'knt .of Ci'AP. On June 7. 20 !, 1 . LJSAiD 
and the AustraliaB de%‘ekipn5enl agenGy, AasAl.D,-sig!ied a. Colkboratlon 
AgJ'oententtQ'woii: together to hafTnonfze.atid align aid delivery, /utuizitig 
GlRoA 's C Tap ss the mcariS- ra achieye-f>jjs goal. PorstiaiU to the MOU and the 
Citllabci'atiufi A.grcera-ent, US.AiD received. S9,.[.89JS7 front D-HD ririd 
$2, 120,800 from AusAlD as .condiiloRai eiits fer CTaP, 


LJS.AlD/.AfDj:isn;ste:ri lias prioriiizca the nccd-ta Umprovepe.rf-brraaDce andfr^^' 
aceountabiJity of govornanee and increase-management effcctiven.ess of^StGA 
instimtiaas'. .Achieving this wul require sirengtiten-ed .goveniance asi^vice 
rielivery at ihe natio-tai a.ad.sub-rsatsofial levels, improved c-ore feittS'ns o,f 
.seieoied ministries, and increased lU-ilfrnnen -oi on-budget deys^^ment: 
assistance. 

In July 2012, tiie 'fokyc. Framswork aetaivwkdged .iba^ofrca! imiporlance of 
good govcsTinnca. tor strong and .susitiinablo econo^Sedfet-elcpme-nt and 
■intproved iivelihoods nf't.he Afghan {tcople. ■Th,=^^ft O'.AP, U8.4iD in-tend.sno- 
help btiiki .capaciiy- of the .civil sen’ic?, rhe h^cKone-sf public adnii/ristfation in, 
areas such as .fmance, proctmetnent,. and prftwf managerriefi!. 


CARAVAN PROJECT 

T'he purpose of CAB,A V-ANJ^Mect is to stfer!gdien thc.b{esine,s$ cltmats of 
Af^isnisran to enable pAge mvestmcni, enliaoee made., snd prorn<ne fi-scal 
susiainahillty, 


CAR,.A'V,-\N sea|iMtr aeft-Leve the-yeroject purpo.se tluoagh 's range: of 
in'ercenti. 0 R|>^»-'fed atf I.) .improving CnP,sA caiiacify to fO!'jn.Uiate .a, liberal 
policy forfra-ue arid i-nve.strneat in accoctianee with ira-emaiioEal 

sianda^^t2)'Strengt:heflEig reveraie generation through reforms arid anti- 
cciT-^frm jTStmures jn custtJt.Tis aad t'axation;, (3.) sn-abling more efficient,. 
efoetAvc. and accountable service delivery for ail Aighsin citfrens ihroush 
'hdpreved budget fTtanagsment proees-ges, and (4) anriancmg integrati.oh tn the 
regional and wtsrid economy through the promotipn of trade and transit 
a£reeiiict->ts, enhanced £CO.tiornic corridcif gavsmRisce, and private sector 
linJcage-s T.tTrougho-ui South and Gcftteal .Asia-- 

Major inr!iiis :inei-ade; tedi.!>tcai assistance on trade agreements. Wd'O accession, 
and rules contph-ance, 'c-apaoity buiWina for the im-pIcineniaikHi of reforcis in 
custprrta iBorder M-snagemeni Model, Risk Mocleiingj and tret isparatioris (VAT 
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imEimEeRtatioR, tax a<to}irJst?atioii-2nd eRfecetajeiit); capa&itj' huUslkig for 
pragraiE budgst. reform and syt)-B«ioaa,l b«dge»iag;.:anij tlie organizaifon of 
regranal ti-ad? fairs ana privajo sector tnatehmsfckig events. 

CASA VAN oIbq siippons Cj!RgA‘‘s « 5 irtTniEmenis under the Tofocs Mutual 
Accountahilitv htamewpHi aiKi &tJy- aligns -with dte AigiiarustaE. Hatiohal 
D& 


iopmefil Srraieg.' aj^ci Nationai Priority Progrems. 



eSAJD wQ! utilke an Irnpiementation Lgiter (|L)' as die basic activfiy 
agreement laideit; both projecis. The fL naght raciude USAJIi) prior-cons^^ 
pcivTieges triroughout the pnxtiisnnL-eitf cycle, condidons precedent pfi^* 
d.istiursEmenu and other -cfttiditiana-ikics required throaelaDut the seti^p pen-tK-i, 
The cofidiuionalities .might also require MaF’fo plan and begin some 

of 'ihe.gcneral weaknesses identified in the Jaimary 21)13 conq:^^PFM 
nsss-sament repon. Detai-b; rcsleciing int.erven.tions to addrqs-^K findings of the 
Stage II Risk Assessment Report will be inciuded in de|igd^scitssi£>ns under 
the CAICS VAN project . The m^hod pf disbursemenpl^lse on a ■reinifc.'rrsable 
bask for costs inottrred or specific mKestones aeWfy^ 


Tne IL-agreernents- will require an annusi au<^^fthe MoF< inefcsivs t>f all 
USAlD-spcdific.sTnanceu aettvkies. Tiie^feD Office of FniaRCial 
Mmagertjertt wiii partner with the lTitsn4|AudiTlItepaitnttnts of MoF untisr-si 
ssparat.e Capacity Dcv-elopment tjr.d ktiiiEla intErnal control and 

iimneia! reviews offot: MoF maqS^'aclivtfies .ai' determtiied appropriate. 


TheOifice al’Pfograrii i 


fdet DevciopmeiH (OPPD) . the Oftise of 


Economic Orow/rit and Inft^tfucicre (OEOIX and the fulTPCS. wam are 
fe.?parisible for iapni|p^^. risk mitigation steps, includiag whether conditions- 
precsdenl are ffletj|i|^Yo Sflids disbursement and whettier other Qng0.iag 
.covenants eontii®Sobc. met. ,D.stenninaiforis of what-HisasunSs should. be iakm- 
if mitigaliri^i^p are not impleraGiited <ir effeetive will be made by -the ?CS 
team.’ 

.yi.lidSsed L'SA'D dir-ecl as.sistapcs to the GIRoA -wlil be provided' tiirouah 
cidfiflig lcgally:bii>ding bilateral assistance agreeinentp, which incJadeUSAlD 
^pSrit, investigation aad eva.ktatio-:’ -rights on behalfof itself imd cibar t-bS- 
Govenrm.cnt .sgetjcies; refund, lernnnaiion -and suspcns5on:pr<5Vistons; and 
provi.sions rsquiring the submission to UiSAilf of pians, speeificatiorss, 
procurement or caastructinn scbcduics-., caniracts, .or other do.csaneatatioH 
barween GlRoA and thiTd parties relating to goCKls.,-or -services to be firianced 
under ihese hilaKraJ assistance agfeeineaES, Including .docujfientaTion raiaiiRg- is 
the praqaalificatkfn and sclecticm of contractors aiidtfoe solicitariba of bids and 
proposals. 
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Responsibilities 


llie Mission’s Partner Countr>' System (PCS) team is composed of tltc 
foilowiitg individuals: 



The Mission’s Office of Program and Project Developmenl;i,fe^D) and Office 


PCS team 


of Economic Growth and Infrastructure (OEGI) are expan^^ 
members for G2C} activities related to the above Mop aunties. Those core 
expanded PCS letan members include: 



The full expanded PCS team revipt^The results of the March 19, 2013 Stage 
II assessment and is responsible^’dev'eloping and approving tlte risk 
mitigation measures negotiaj|^'fito each respective G2G activity agreement. 

Morraally, a review mitigation assessment and strategy is to be 

conducted by the G_^^^Pattner Country Systems Risk Management Team 
(GPCSRMT) in<tt^ffice of the CFO to ensure quality control in the PFMRA.F 
process, Sii;t?i^AID/Afghanistan is operating under a waiver of ADS 
Chapter 22‘Cf&iicy issued on November 20, 2012, the GPCSRMT has 
detenu ihy^hat in order to not undermine the intent of the waiver, nor 
unreS^Gabl}' impose quality control against procedures that are not applicable 
tp-|a^if^ission process, nor delay project desigiy'implementation, tlie 
G^SRMT will not conduct quality control reviews oftlie USAID/Afghanistan 
entity'-leveJ PFMRAF assessments daring the period that the ADS Chapter 220 
waiver is in effect. 
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AUTHORITY 


According to ADS 220.3.2.2, application of the PFMRAF gives authorin;.^! 
Mission Director to approve the use of partner coantr>’ systems, knowr\,^&^8 
Approval of Use of Partner Country' Systems (AUPCS). aSv 


RECOMMENDATION 


That you approve tliis WTitlcn Approval of Use of Paife^'Country' Systems for 
the Ministry of Finance, 


Approved; 


Di.sapprovcd: 
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Public Financial Management Risk Assessrnc^^rramework 


GOVERNMENT OT^THE ISLAMIC 
REPUBLIC OPAFGHANISTAN 
MINISTW OF FINANCE 


STAGE.t^^'lSK ASSESSfVlENT 

REPO# 

2013 
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Founded in 1747, Afghanistan has had a tumultuous existence. Rich with natural 
resources such as natural gas, petroleum, coat, copper, zinc, and iron, the country has 
all the necessary elements to jump start its economy. However. Afghanistan’s economy 
has been plagued with instability, but is now recovering from decades of conflict. 
According to Public Expenditure Financial Accountability (PEFA) reports, the economy 
has improved significantly since the fall of the Taliban regime in 2001 largely because^ 
the infusion of internationai assistance, the recovery of the agricultural sectoc-.^S’ 
service sector growth. While the international commLinity remains oamrgl&^ to 
Afghanistan’s development and has pledged significant resources, the Gov^m^nt of 
the Isiamic Republic of Afghanistan (GlRoA) will need to overcome ^'^mber of 
challenges, including low revenue coitection, anemic job creation, and^^ levels of 
corruption, weak government capacity, and poor public infrastructuf^J&cording to a 
2008 PEFA report, Afghanistan's public financial management (PRsM^^stem achieved 
significant improvements between June 2005 and December 20.Q^yHowever, capacity 
development in the line .ministries needs strengthening. Comjt^&with the progress in 
the Ministry of Finance (MoF), developments in most fing^raistries lag behind. For 
example, cash management and payment scheduling proo|®fes in line ministries have 
not improved and the internal audit function does recognized professional 

standards. While technical expertise in the line mit^stfes has significantly improved in 
several areas, long-term fiscal planning remains ^a^ltain. 

in 201 0, the Obama administration made a, strategic foreign-assistance decision 
announced at the January 2010 London ooR^ence and reaffirmed by Secretary of State 
Clinton and USAID Administrator Sh3^<^ the July 2010 Kabul conference, which 
committed the U.S. Government to-^ifide at least 50 percent of U.S. Government 
assistance directly to GIRoA, to b^fhanneled through GIRoA's core budget systems 
within two years (2012)’. In Jiii4^011, USAiD/Afg.rianistan negotiated a scope of work 
with GIRoA to undeilake level risk assessments of GlRoA line Ministries. 
Contracts utilizing the nsi^-ated scope of work were issued to Certified Public 
Accountant (CPA) firm^::f^ndertake the Ministerial engagements. The CPA firm 
finalized assessment^Mcfl’ of the Ministry of Finance was issued in January 2013. 


The United committed to improving the quality of its aid in order to m.aximize 

daveiopmenlypS^dghanistan. U.S. military action in Afghanistan including USAID's 
support □f.d^'U.S.G. Counterinsurgency strategy is expected to come to an end around 
Decembei^,2'014, USAID anticipates that FY 2015 will be the beginning of a 
transf^CTelional decade to a normal USAID longer term development strategy. With 
tha|7i^sition to a more robust traditional development strategy will likely result in 
s^stantive changes in Government to Government (G2G) assistance. 

The G2G commitment comes with the responsibility to ensui-e effective use of funds 
provided by U. S. taxpayers and appropriated by Congress, and the need to address 
fiduciary risk in the Partner Country PPM system being considered for direct G2G 
assistance. For that reason the Agency developed the Public Financial Management 
Risk Assessment Framework (PFMRAF) Stage I Rapid Appraisal Assessment, the 


’ London Conference. January 2010 and the Kabul International Conference of Afghanistan, July 
2010. 
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Democracy, Human Rights and Governance enhanced (DRG) review, and the PFMRAF 
Stage li Risk Assessment to enable it to meet that objective^. 

The PFMRAF is a multi-stage risk-based methodology whereby USAID seeks to 
understand the fidticiary risk environment in targeted countries to inform decisions 
whether to use or to increase the use of partner country public financial management 
systems in delivering aid assistance. The enhanced DRG review, ted by a USAiDA/V 
team, is undertaken prior to or in conjunction with the Mission-led Stage I Rapid 
Appraisal, and seeks to determine whether a G2G investment could empower 
government at the expense of its people, Unless the macro-ievei Stags i 
Appraisal and enhanced DRG review determine that there is unaccepta^Jof 
unmitigated- country level fiduciary risk, political constraints, or other insur^,^!S&!e 
barriers to the use of partner country systems, an in-depth PFMRAF risk 

assessment - which is an entity level assessment - may be completed Mission, 

This Stage II assessment will establish the baseline level of Ministeri.|ft^ity level risk 
corresponding to contemplated funding levels, and identify vulnerabi'&i^of the partner 
■ country implementing entity, if the assessment reveals clear evid^<^ of vulnerabilities 
to corruption and other high levels of control risks, and the pastr^'country government 
fails to respond or agree to appropriate risk mitigation remediym^sures, then the use of 
partner country systems must not be authorized. 

USAID/Afghanistan has never conducted the macroHev^enhanced DRG review and the 
PRMRAF Stage I assessment upon GIRoA as regyk^d under currently issued Agency 
Policy - ADS Chapter 220 issued in draff in 2011 and substantially updated in 

March 2012. Given the history of G2G asS^nce in Afghanistan, this situation is 
understandable The macro-level assessi^fts' serve to guide the decision process 
about whether G2G assistance should he^nsidered as a bilateral assistance objective, 
in Afghanistan, that decision w/as rrj,a^*everal years ago at the highest levels of the 
U.S. Government. The Obama adrmr^ation's foreign policy decision in January 2010, 
which was reaffirmed by Sec^t&y Clinton and Administrator Shah at the Kabul 
conference in July 2010, |^^1y reiterated the U.S. commitment to direct G2G 
assistance to GiRoA. This-^^^mitment was not made subject to review of macro-level 
risk in Afghanistan. Essegtr^iy, the foreign policy decision to engage in G2G assistance 
in Afghanistan has r^^sisS the first two steps under the Agency ADS 220 policy ~ the 
enhanced DRG rsviev^nd the PFMRAF Stage I assessment, 

/5e' 

Scopes of wor^pf the entity level Ministerial engagements undertaken by GIRoA and 
USAID may^6’'have complisei with every element of the detailed PFMRAF Stage II 
guidsncs’llfeurrentiy revised in July 2012, however the Mission believes it has complied 
with tfpj^spirit and purpose of that guidance, in August 2012, USAiD/Afghanistan 
adds'STjeed an unofficial Slags I review by internally summarizing responses to 
a^fsSment guidelines using collective information gathered from public expenditure and 
^nancial accountability (PEFA) reports, assessments undertaken by the CPA firms to 


’ in August 201 1 , the Agency issued s new draft policy - ADS Chapter 220 - pertaining to the use 
of reiiabie partner country systems for direct G2G assistance. Thai policy chapter was substantiaiiy 
updated in late March 2012 and continues to undeigo modifications - the latest in July 2012, where 
risk assessment questionnaire guidelines were modified. This ADS chapter with its latest 
modifications now requires a three-stage approach in the process leading to a decision of whether 
USAiD should consider use of a partner country's systems to implement direct assistance 
programs. 
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date, and other informal information avsflabie to Mission staff. Using that informal 
process and the independent CPA firm assessment report issued in January 2013, the 
Mission Is documenting through this framework a Stags II equivalent report based upon 
the most recently updated ADS Chapter 220 guidance. 
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■xacytive Sommary 


The United States Government committed to channeling at ieast 50 percent of its 
development assistance through the national budget of the GlRoAl This commitment 
comes with the respotisibility to ensure effective use of funds provided by U. S. 
taxpayers and appropriated by Congress, and address fiduciary risk in the Partner 
Country Public Financial Management (PFM) systems at the entity level being 
considered for direct imple.mentation of USAID-funded assistance. For that rease^ 
USAID developed the Stage 11 Public Financial Management Risk Assessment to 
it to meet that objective. The Public Financial Management Risk Assessment FraaMWork 
(PFMRAF) is a multi-stage risk-based methodology whereby USAID to 

understand the fiduciary risk environment in targeted countries to infca&^ecisions 
whether to use or increase the use of partner country public financjajhS^agement 
systems in delivering aid assistance. If the assessment reveals evidence of 
vulnerabilities to corruption, and the partner country government fail^Ja^espond, the use 
of partner countrv systems must not be authorized. ■. 

This Stage II assessment was performed to determine vd^tef^SAID can rely on the 
Ministry of Finance (MoF) systems operation and internsfifeontrois to manage donors' 
funds. Tide assessment detemnined that USAID cannol^^'^ompletely on the MoF current 
systems, operation and internal controls to manage ojs’nort:' funds. 


The independent auditors' assessment reveajes^tat while the MoF’s current policies, 
procedures and internal controls framework a/e^neraily sufficient to properly manage and 
account for donors’ funds, there era controhj^knesses deemed to be material which can 
have adverse impact on MoF's capacity 

The assessment indicated that gpv^ment guarantees and other contingent liabilities are 
not accounted for while prepacir^vationai budgets, which can resuit in a liquidity gap if 
these liabilities are reatized. _ In^&ition, the Treasury' Department at the Ministry of Finance 
does not have a formal liqujdfty contingency strategy to cover unexpected fluctuations with 
respect to revenue, expeji^ture, debt retirement, or aid receipt The current debt sTategy is 
ihcomplete because^lt<^<bes not address certain key aspects such as, evaluation of risk 
associated with dp^^^els, and a medium term debt strategy aligned with the medium term 
fiscal framewoi^C^ich are typicaily included in a national level debt management strategy, 
Furbiermore.'tttfere is no mechanism in place to independently verify reported impact 
included irt^ line ministries' budget execution reports. 

/a"'' 

TJsA^^essmenl also found that the MoF needs to perform comprehensive reference 
cMcRs of new employees hired from nongovernmental entities, and should enhance its 
"controls over fixed assets/properly management and reporting. Lastly, a standard set of 
legal terms and conditions should be drafted and every contract above a certain defined 
threshold should be formally vetted by the legal adwsor. 

The results of this assessment would not preclude USAID from engaging in measured G2G 
assistance with the Ministry. In fact, a policy decision has been made already to engage in 


^ London conference on Afghanistan, January 2010 and the Kabul Intemationai conference on 
Afghanistan. July 2010 
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636 agsistsnee ifi Afghanistan, SQ by a^i^agWag 018 sgsiatanae with pfssgutianB end 
oonditions, USAID ean ressenabiy mitigate the idenBfisd risks. Appandix 1 detalls-thg 
identified risks and proposes possible mitigafing measures to manage those risks. 


Assessment Conclusion & Resoits 


USAID cannot fully rely on the Ministry of Finance (MoF) systems operation and intem^|j 
controls ts manage donors' funds. 



i. MoF financial management/accouniing system Is adequate to properly /jfsags and 
account for donors' funds, except for the conditions detailed belp^^^ge 7) to 
enhance its financial management / accounting system. A'/S 

II. MoF internal controls are adequate to properly manage and,a^unt for donors' 
funds, except for some conditions as detailed below (page 91,|^a?!hanoe its internal 
controls. ” 

ill. MoF procurement mianagement units have sufficient and management 

capacity, except for some weaknesses as detailed beli^^^gsage 10) 

IV. Mor has adequately designed controls to compS£;.>rfrali material respects, with 
appiicabie laws and regulations and no matoria'' exception thei'eto has been 
obse.wed. yO" 

The .MoF's current policies, procedures andj^rnal controls framewoii< are generally 
sufficient to adequately safeguard and ac^©nt for donors' funds. However, there are 
material oonbol weaknesses that can adverse impact on the MoF’s capacity in 
regards to managing donors' funds. ‘S^^erall level of risk identified by the assessment 
is considered to be medium. tepS^less, we believe the identified risks can be 
reasonably mitigated. (See 1) 


Manasoment and gov^^^hca structuro 

One of managemeo’ij^&ponsibilities is to create a solid foundation that wii! ensure the 
effective and efpn^f'development of an organization. Also, accountable management 
needs to insujA^i^ropriate policies are developed and apolisd, talents that are needed 
to enhance 'irganizational growth are identified, and procurement integrity observed, 
Governan$;s%ucture should be designed to monitor operations of an entity to achieve 
long strategic goals aimed at satisfying stakeholders and ensure compliance with 
iheri^S^^and regulatory requirements. The MoF has a solid organizational structure 
erA^rfced by a management committee that meets on a weekly basis. That oo.mmittee 
Js^esppnsible for strategic manageme.nt decisions and manages governance and 
operational issues of She Ministry. However, the terms of reference (ToR) specifying the 
scope of work along with the roles and responsibilitiea of the committee are not yet 
documented. Without documented ToRs, the committee cannot carry out its duties and 
responsibilities in an efficient and effective manner and decisions taken by the 
committee may not be enforced property. 

The assessment also found that the MpF relied heavily on technical assistance from the 
international community to strengthen interna) control processes; Shis has however, 




masmess 
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made the improvements vulnerable to the continued presence of external technical 
assistance and has undermined the development of a sustainable and long-term 
capacity of the ministry. Further, there is evidence of institutional reluctance to the 
formalization of the internal control policies and procedures. Knowledge and skills with 
respect to interna! controls remain with a few experienced staff, which is non civil 
se,rvant. With high staff-turnover, this poses a major risk for the institutional know'ledge 
and practice of internal controls within the MoF. This is a hindrance to Afghan ov/nership 
of systems and controls, and inhibits the development of a long-term exit strategy for the 
international donor community. 

The MoF has an independent Internal Audit Investigation and Evaluation Ge.n^T'^ 
Directorate (lAED) headed by a Director General iAED. Currently, the !AED 
transaction based audits, whe.fe it reviews financial and compliance transactiohJ^jf the 
respective directorates. However, risk based process level !nterp!^<;3x?ntols 
assessments are not incorporated into Uie audit process. Without risk ^s^^ments at 
the process level which considers internal controls design assess underlying 

controls gaps within the processes may remain undetected and imp^ptne effectiveness 
of the internal controls framework. Furthermore, the AIED use standard 

checklists to facilitate audits and there is no testing/sampling stfefegy in place. The tack 
of standard audit checklists or a sampling strategy may/feM to inconsistent audit 
practices which may impair the quality and efficiency of the^dits. 

Finalized audit reports are discussed in the quarterly. rrj«etlngs of the Audit Committee. 
Follow up audits are also conducted by lAED.&r; separate reports documenting 
improvement made or highlighting unaddressed^commendations are not prepared. 
Follow up reports should be prepared by '^jic internal audit team, detailing the 
reoommeridations given in the previous audd^ports and their status of implementation. 
The follow up reports shouid be also cfe^sed in the Audit Committee meeting and 
appropriate actions should be taken acj^i’ngly. Without formal follow up reports there 
is no evidence relating to the resoluts^vdf previously identified weaknesses and issues. 

A strategic plan has been preparoS-by the Information and Communication Technology 
(iCT) Directorate detailing tisfffeturs development of ICT functions in the Ministry. 
However, the Ministry does tfof have a mechanism in place for the monitoring the pian. 
Lack of monitoring of the^zteategic plan can lead to a deviation from intended objectives 
and long term goals nailing achieved. 

In general, .the aa^ssm.ent found that licensed software is installed in the Ministry's 
computers but were exceptions. Further, there is no policy for maintaining off site 
backups of erificai data, and a disaster recovery plan is not available. It is essential that 
only licen^l^Software is used, as the use of unlicensed software exposes the MoF to 
unduenWai risk. Also, inadequate back up of critica! data and the lack of a disaster 
reoo^iyplan may lead to loss of important data and impede the MoF's ability to resume 
momfsi operations after m,anmade or natural disaster. 

yThe' identified weaknesses raise concerns regarding the Ministry’s approach to long term 
commitment and success in achieving an effective govem.ancs structure to pursue its 
strategy in an effective way and offers safeguards against misuse of resources, physical 
or intellectual. These concern, s highlight serious risk implications and raise doubt as to 
whether the Ministry has the capacity to provide adequate financial oversight to line 
ministries and manage donor’s funds without substantial involvement by the donors. 
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Financial Management and Accmiafing S^tems 

To aohleye sbcs^ss ra fyegraitj tmpi^e^ion and to tr^EKn oper^onat int^nty, 
raiiatte ihanciat manageanent land: accoujWng. syst^s are viial, T?te KteF loSows a 
program, procsss, dsvelopmetT and budges are 

prepared and apsjroaad :$ap^ate!y-. The .annuai budgete; ;devefo;pmertt arid operational 
are prepared and farwsuti^ to tee cabinet and . to the parfiarnsrii for approval,, and lastly 
to the presir^tbrfM oft. Allotments for the . operatiortat budg^ ®-e on 

a duartaiy basfe ho^vartortee devel^mertt tsudgat, allotments are requeued based 
on fte :aclwies ptened for pfograms i prt^ecS and the budget ceings, Allotments 
payrronts related to operational and developtmant expsnddure of the fJoF .is proc^^W 
by the interr^ Pteantre EJirsctorartsi in addition, the MoF has a Receipt Prstss^Sl^ftst 
designated for the nisnagernefit of revenue collected bv the Mustofiats. A baj^^cosmt 
•Aith Cfo Afohanistan Batdf (EJAB) is established fordspo^ng the re.venue 

The MdF .manages, its. petty cash expertses separately for and 

cteNetopment- expenditures. I^foile there are estabB^d pfoltciss fo^^S^cifog. pet^ 
cssh reg^ere cash counts, no formal -tecGncHiations are pet^ijed, AteO :ftere Is 
no poSdy sutprise pash counts are conduced, ^^^nore. p^’ cash 

regl^ers are not teviev^ by ehyohe In the Finance Diregi^py The lack of ^riOcfiC 
surpnse cash c^nts and fecortoliiattcKiis may lead to mia®<^pffotfon of ^sets gcsng 
yndetected, 

Altsalaiespafo to the MoF civil servant employees p^^ojerS supported empfoyees are 
tEan^esred to teerr resp^fve tank accourits. Hc^^ref, WoF Finance Directorate does 
not prepste formal- payroll reconcffiabon of^^^*S and prcjed supported empldyee 
salaries prior to submating the payroll to thpN'reasufy DirectorsPe for disbjrsemen 
Wither such recorKBiaflort, errors or unajlfereed changes to the payrclf may remafo 
letoetetded, leading to irtipfoper paym^ 2 ^>ri' 


The WoF has an Asset Manageiti^^;;^ Directorate respj.nsfote for the Wfinistry’s ftxed 
assets and csnsLEmable fovertor^^Upen prootremerit, fixed ass^fortd consumables- 
are stored in the ceidBl assessment found overali lack cf management 

accountabi% r^ated to fixe^fS coriSumabls assets. WhSa, the Mlnis^'s feed asset 
yerfficaCPn tS earned m annuat: basis for the ssSas mantatned at the 

warehouse, ‘hose;.8Sgfe^aintained by. the users at the head office / prowtcral r^ces 
and the fadlifies ar®iwl|Serified. Further, thera « no process for taggffig fixed essels. To 
sSsr^foen coniWI^Qoted to fixed assets, a formal plan should be jKapared far carrying 
out physical, t^K^on of fixed assets located at all of the MoF looations end the resulte 
should be c^h^d. In a: formal repeat arid presented perioJealty to the Steering 
Comriilt^Ko further strengthen Internai controls, such physicat vwification ^ould .be 
moniit ^B^ v toe repfesentafvs of toe l.AED, WtthotEt adssquate fotefnai controls relatet 
to fl^^sels and coftsemable inventories, Instanoes of lost or damajKJ assets wSI 
ra^m undetected and asset valuaticn reports to toe mans^^merit w3l rnay r^rt be 


V'toile the tvloF has adequae finanda! management and accounting systems plaoe. 
the Identified tnterhai Cprit«>i weaknesses undermine, the effetoiveness. of these flnanciai 
siTd: internal control systems. Aisoi. thase wsak.rresses can hinder the MW stari s .isility to 
achieve operationai and programmatic .goals and preveril timeiy detsetien of fraud and 
error, to.erefora infoacting the accuracy and completeness of toe aceourtina records arki 
financial reports. 
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Personnel Policies and Procedures 

Human Resources function should ensure that qualified employees are recruited, trained 
and retained. Human Resource <HR} Directorate has been established at the MoF to 
manage the human resource related functions of the Ministry. The policies and 
procedures for HR at MOF are governed by the Civil Service Commission and a detailed 
procedure manual is maintained by the HR Directorate. However, the MoF is expose^lp 
unnecessary financial and operational risks as there is no evide.nce that refg^tce 
checks on non TashkeeP employees (e.g., consultants, advisors) are conducjf^^ring 
the hiring process, Furthermore, the MoF HR Directorate lacks othe/J>raBlc HR 
procedures. For example, job descriptions are not acknowledged by the r^^mployees 
and documented accordingly. It wouid be a prudent practice for the resp^^'/e employee 
to sign off on the job description as well as the head of the^.'^ffi'"Directorate to 
demonstrate evidence of concurrence with the job responsibiliti^T-Without such an 
acknowledgement, the employee may not be fully aware,..^^‘ssigned roles and 
responsibilities which can result in essential duties going uj^fifled and also lead lo 
unanticipated performance issues, in addition, there is nsf^ecklist to facilitate forma! 
documentation of the exit inten'iews and official errip^Tee files are not centrally 
maintained. The lack of formal exit interviews faciiitat^dand documented by checklists 
can lead to inconsistent practices and deviation frof^^ocedures resulting in degradation 
of internal controls. Without central employee 5%, '‘access control issues as well as 
operational inefficiencies can arise, and ultimatfef/' result in unauthorized changes, tost 
documents, payroll irregularities, and or errgaF*- 

A training plan is prepared by Training'j^cd" Capacity Building Department in the HR 
Directorate at the start of the year plan includes the details of trainings to be 

conducted along with the resource^^eeded for those trainings. However, the prepared 
training plan does not take into^psideration the annual appraisals. The training plan 
would be more effective, if it,$^fio linked with the results of the employee appraisals. 
Additionally, the training piaprifftuld be monitored against impiementation in order to be 
an effective monitoring t&pf." 

The above identifigd^R related weaknesses and the overall lack of attention to basic 
employment dqj^^ntatior, and practices undermines the operational and programmatic 
goals of the^k^^try and also needs to be addressed or mitigated by the donors. 

Procurei^pr and Purchasing system 

ProgiJ^cent is a critical organizational function and the Procurement Directorate 
puKfriiSes goods, works and services required la implemient the development and the 
i^&ationai budget requirements. Procurements carried out at the MoF are regulated by 
'Ihe Procurement Law of Islamic Republic of .Afghanislan, issued in 2008. An annual 
procurement plan is prepared at the start of each year based on the procurement needs 
of ail of the MoF directorates. A Procurement Committee has been established to 
oversee the procurement process at the McF, and it ensures that procurement 
proceedings are conducted in accordance with the approved procurement plan. 


'* Tsshkeel is the organizationei structure (Staffing establishment or List of sanctioned posts or Staffing 
structure or Organirafionai chart) in civil service system of Afghanistan including departments, positions, 
level of positions and number of positions in each depa-ffment. 
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However, the assessment found that the actual procurements executed are not 
monitored and compared against the established procurement plan. In addition, a 
Procurement Management information System (PMIS) has been established by the 
Procurement Policy Unit of the Ministry to provide an electronic- solution for public 
procurement in Afghanistan. The PMIS enables the Procurement Directorate to upload 
and publish procurement data through its website. Auditors found that the data regarding 
registered list of bidders and vendors are not uploaded on the website. The lack of 
registered bidders / vendors on the website diminishes transparency and may also result 
in operational inefrloienoies. Further, the data related to actual procurements peffoim^ 
by the Ministry In the provinces is not entered in the PMIS. Ultimately, it is essentifj.^^t 
the procurement plan is monitored against its implementation. Without such mogfi^'g, 
the Ministry is not effectively able to evaluate whether there is progress toward^^fewng 
programmatic and operational targets. Additionally, there vi/as no documentary videnoe 
of 3 policy, or regular practice whereby legal documents related to procur^^^ifcontracts 
a,''e sent to the legal advisor for vetting before they are signed. Th^fJ^rent practice 
exposes the entity to unnecessary legal risk and litigation. Therefor;^/# standard set of 
legal terms and conditions should be drafted and every contract certain defined 

threshold should be formally vetted by the legal advisor. 

Procurement records are maintained by the relevant seotJjsa within the Procurement 
Directorate. All required documentation from the inrtiatipfj^ the solicitation onward is 
required to be maintained in the procurement files. the procurement contract 

fles prepared by the procurement officers are c^-T'eviewed by supervisors and a 
standard documentation checklist is not used. Th^y of a formal process for the review 
and maintenance of procurement documentabj^^i^ lead to errors in documentation and 
the required docximentation may not be inclL^il^in the procurement files. 

The procurement weaknesses identifie^^dve, including the lack of legal vetting of 
procurement contracts can lead to Jr^sslstent practices and hinder compliance with 
intended procurement policies andj^cedures. As a result, the Ministry is faced with 
increased legal and operational ^sforthe Ministry's and donors' funds. 

Program Management an^’SSonitoring 

Monitoring reveals wi^^r desired results are occurring and whether expected 
outcomes are on^r^^ffecdve program management is a commitment to managing for 
results in order,<tQ^fiievs the best possible outcome. At the MoF, the Reform 
impiementati^rafi'd Management Unit (RIMU) is responsible for assisting in the 
developmej^nd monitoring of the strategic plan. A strategic plan was developed for the 
years 2.00^0*2014 and should be updated on a yearly basis. However, at the time of 
the a^osment the strategic plan was not updated for the current year. The strategic 
plai|;i|iould be updated on an annual basis to incorporata new objectives considering 
tiji/impact of the dynamic economic environment in Afghanistan, Relying on an 
■Outdated strategic pian couid lead to undesired results, and goals and objectives may 
not be achieved. Moreover, monitoring of the strategic pian is carried out on a quarterly 
basis against the development and operational plans developed for the year. The Project 
implementation Unit (PIU) has been established in the past year for the monitoring and 
evaluation of development projects / programs being undertaken by the MoF. How'ever, 
the foca! points in the provincial offices, from where PIU collects data regarding the 
progress and the expenditure incurred on the projects/programs are not independent. To 
minimize impairment of independence, the focal points reporting to the PiU should be 


204 


independent of the directorate and/or the Wlustofiat. in addition, to prevent possible 
conflict of interest, the reporting line of the PfU should be to the Minister directly rather 
than the Deputy Minister for Administration who is responsible for the implementation of 
the projects / programs in the respective directorates. An annual plan for monitoring 
against the strategy is in place, and the P!U submits on a monthly basis a report to the 
senior staff on the progress of the development projects/programs being implemented. 
However, the Ministry does not have in place an interfaced system which can provide 
information relating to both financial and prog.rammatic progress of projects and 


programs, , / 

Further, the assessment found that specialized trainings are not provided 
personnel involved in technical evaluation of on-going projects/programs. A trair&g-plan 
should be established and linked vwth the annual staff appraisals to betef| icientify 
training requirements to build capacity of the monitoring and evaluation 


Without regularly updated strategic plans which are monitored indepfraentty and pro- 
actively with relevant and accurate informiation, the Ministry' is ^eS^sed to increased 
programmatic risk. The increased risk can results in strategic. tr^tftives not being met 
and inefficient and ineffective use of donors' funds. X/' 


Other Matters 


National Budget '-tX'' 

The key responsibilities of the Directorate ‘GXieral for Budget include implementing the 
overall budget framework at the nationai^/el by setting overall budget reform policies 
and undertaking actual activities or],-^§ei formulation, implementation and reporting. 
The Directorate Genera! for Budg^iXiSd its various functions are further delegated to 
three key officials; Director of .Budget Policy and Reform, Director of Budget Execution 
and Director of Aid Manage(%fit The assessment found that there Is no process 
leading to an independent kX’ey to assess the effectiveness and efficiency of services 
provided by the iine minis^s as a result of allotted budget expenditures. The lack of an 
independent survey., Jessing the impact of executed budgets can undermine 
transparency and.X&cl to expenditure inefficiencies. Furthermore, government 
guarantees and- ^fier contingent liabilities are not considered in the national budget 
formulation. As^esult, the government's cash outflows cannot be estimated accurately, 
in additiort.,tb^woF provides budget execution reports to various stake holders including 
the Parlianpnt and makes such reports available on the MoF website. However, these 
reportCick details on the largest vendors / suppliers with respect to each line ministry, 
Wjtrt^'such disclosure, a comparison cannot be made readily between the largest 
vii/miSrs (with respect to each line ministry). The lack of detailed reports result in reduced 
.Jeve! of transparency and accountability that can be exercised by various oversight 
bodies such as the Parliament, the Cabinet of Ministers, donors and the public at large. 


Another significant budgetary concern raised in the assessment report is low execution 
rates of Ministry's development budget. Many factors including limiited implementing 
capacity and changing donor agendas and priorities make it difficult to produce 
consistent esti.mates of avaliable development funds, dependable forecasting and 
ultimately impiementing development programs accordingly. The execution rates for the 
Ministry during FY 1388 (2009) and FY 1389 (201C) was 20%, and 27%, respectively. 
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Overall, the weaknesses identified in the national budgeting process places both public 
and donor resources at risk of not being optimaiiy utiiized. In addition, budget 
fluctuations resuiting from inadequate consideration of contingent liabilities and the 
impact of erratic budget execution can further undermine donor sponsored pragrams 
and activities. 


Treasury Department 

The Treasury Department has derlned processes for major functions includinp.:.'^ 
Revenue Recording/Reporting. 2) Payments for Operational and Oevelofe!^ 
Expenditures, 3} Developing Rnance Policy, and 4) Cash and Debt Managerin^: -The 
Special Disbursement Unit (SDU) is responsible for payment proog^ng for 
development expenditures. Upon receiving a new grant or loan, SOU cre^^a special 
account and sets up fund and object codes. The Treasury Departme:^*^^(5 maintains 
the central records of the government and provides reports re!atsd'|pdonors’ funds. 
Vendor data comparison is not performed, although the accountin^latform (AFMIS) 
has the requisite capability. In addition, the line ministries do nobs^OTit details of vendor 
performance for significant contracts as required by the cpatf&cual agreement(s) for 
onward submission to the cabinet of ministers. ,A,s vendor performance 

information is not available and anomalies with respeot^lojitite procurement process may 
go undetected. Moreover, the liquidity management^^wi^n the Treasury Department is 
undertaken by the Cash Management Unit which ig.jiCponsjbie for forecasting and cash 
planning. Hovvever, there is no documented^ft^idity contingency plan to cover 
unexpected fluctuations with respect to reve®^ expenditure, debt retrement or aid 
receipt. The lack of a liquidity contingenc^'-Jpiari can hamper the capacity to address 
unexpected fluctuations and lead to inq^sed cost of maintaining liquidity. Although 
there is a Debt Management Unit im^ue, the current debt management strategy is 
incomplete and not aligned with t^>medium term fiscal framewrork and does not 
consider an overall framework artohow the MoP would evaluate the risk of debt, debt 
sustainability, etc. The lack of,^^bust debt strategy can lead to liquidity issues resulting 
in increased costs of sen/icir^eiit. 

Furthermore, the fixadir^Sets register is not automated, including for donor funded 
projects. The line rgijjfSiriss do not provide a subsidiary record of fixed assets purchased 
with donor funds.>ii^nerafore, hindering donor's ability to monitor project execution. In 
order to impr^fthfe efficiency and reduce the risk of errors, the fixed assets register 
should be a^rnated and integrated with the treasury's main financial management 
system (A?Sfe)to prevent and, detect reporting errors. 

TheAlcSfitified deficiencies and weaknesses related to the availability of vendor 
p#ftoiTriance information and fixed assets could lead to uninformed decisions resuiling in 
,'^erational and programmatic inefficiencies. 'A/ithout robust cash contingency and debt 
management plans, QlRoA is faced with unmitigated cash flow risks which can lead to 
unexpected fluctuations and operational and programmatic risk tc both GIRoA and 
donors’ funds. 
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Risk Assessment Measurement 



USAID guidance states, once a risk has been identified, the impact and probability of 
that risk must be determined. The impact measures the severity of an adverse event 
associated with the risk and is measured as, Negligible, Marginai, Serious, and 
Catastrophic. Conversely, probability measures the likelihood of the occurrence of the 
adverse event associated with the risk and is expressed as, Remote, Occasions}/ 
Probable, and Frequent. Combining impact and probability factors categorize ripk^ff 
dusters of Critical. High. Medium and Low categories. Although subjeotiye|uf is 
nonetheless the basis for the Risk Mitigation plan in USAID. 


USAID’s PFM Risk Matrix 
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The independently contracted auditors conducted the 2012 assessment under a scope 
of work which focused on seven main areas of 1) Governance structure and control 
environment, 2) Financial management, budgeting and accounting systems, 3) Personnel 
policies and procedures, 4) Pi-ocurement and purchasing systems, 5) Programrrig^ 
management and monitoring. 6) National Budget, and 7) Treasury Depa.rtment 
the auditors conducted an in-depth assessment on the seven areas mentionf^^dva, 
they did not use the Agency's approved Public Financial Management Risk A^fesment 
Framework (PFMRAF) cheokiist, and did not conform in many ways to/l^vAgency's 
PFMRAF guidance on risk treatment and risk assessment measuf|i|ihts as that 
guidance (ADS Chapter 220) was issued subsequent to the n^otiatjp^^-iihe scopes of 
work with GlRoA. However, to ensure the Mission complies with tl3e^ency''s guidance 
and performs required due diligence, we reviewed the auditors‘.,.fi^&t and we met with 
the auditors who conducted the assessment to gain a gen^t understanding of the 
nature of their work. We met and discussed with our inteiSal ffnanciai analysts who.m 
had an understanding of the ministry’s systems. Based ;;o|}Suditors' work, our reviews, 
meetings and research, we completed the PFMRAF -^i&Klist and risk mitigation plan 
and we summarized our findings and understanding-aryffns report. 


At the time of the assessment it was not dear, Mfe- auditors understood that they had to 
define their findings in terms of risks so apw^riate risk mitigation measures couid be 
developed to address the identified risks. '^^use our review was conducted after the 
auditors had completed the assessmen^bnd could not go back to determine the impact 
and probability, we relied on the wierstanding ws've gained over the years of 
collaboration with the government. Jics'ed on that understanding we defined the potential 
risks and we took a conservatj'-^pproach and considered most risks to be serious and 
probable unless the contrary u^'dea.riy evident. 
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USAID ! AFGHANISTAN 


FRGH TW AMESKAN- FfiORE 


October 2, 2012 

ACTiO?« MEMORAJsBUM FOR THE MISSION DIRECTOR 


TO: 

■FROiM;- 


; S, Ken. Ynmasidtii. Mission .DtiEcipr 

(b)(6) 

(b)(6) 



SOBIEOT: . Apprci^'al ofllsc csCPamii-rCountry Systems (AOPCS) -- Mmistry 
of Mines {K-loM J under ADS Chapter 220 


ACTION REQIIESTEDj 

i:n ac:«)«iahce Dii'etnivt; Systein <A.DS); Chapter 2.20;, yetu.a® 

rcqtiCSled ta approve tlic Usey of partner coiintn- sySterns in connect itjti Nvjtli 
UgiAII3is..£tss5,stEitice to the Gin'cntincm of the IslaTnic RepobUe or AJ^htiptstan 
(OlReA) through the Mtnisln^ of Mines ( MtiM), This approy al i|et<5rniro#icffi 
will remain in feroe for approxiniateiy a fotee-^v'ear period thtopgh .Pishfll Year 
.find: {;:Fyii),.2P:l:.3,, Ihis £ippi-{}val tiuihoriiy will include ail current: and fuEtcrc 
propo sed Governn sent t n G o\: ernme? a: i02 G ) assistance act i yi ties bef ween 
US.AID and thc M,c;>M ihrough F YE 2f).l5.. 

Tile iriitial prtrpased Q2G dircei assistance aeticiiies indude; 

• Sheberghan Gas Pcvelopinent: Pny cci tBGDP) - USAJ,D: total, 
crsnirifotnkift estitnated at S9() rni.lJiori 

« :Miaing ifrvestment .atni peveloptncni for AfgiiarJstanXNinJAS) 

US AID ipiai contrfoatinn.esvirasatcd tw.SfS :million 

BAGKGROirND; 

The GlRoA Minism of Mines IMbM) has the mandate to . promote the 
dec elopment of Susta!.nabie.,. niarketthascd, ecanomtailiy successful jjtinefal,,ani;l 
faydfocarbo!! sectors that ajctHn'ages and pnitects private capital .investi-hertts 
atid enterprises, as set out in the CoHstitmitHt of tiie Isiajnk Rcpufalic of 
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Afghanistan and the Af^an Nariojs^. Devetopmeiit Strategy :(AKD Ohdef 
ADS 220, the MOM comtituies a partner goyenirheili enfiiy. 

ySAID'y ratractiyey Sdctpr G2G asststance 'te the AlyM will focus on three 
areas; Tefonniiig fniiiihg pdlicy apd regulatiqtirstrenglheniTig eaptKrfo ra the 
Mc)M; and suifoerting ihe: private sector and niiftmg protect devdlopaient, 

DSAiD is also providing G3G .assisancetP thsAloM for the ideVclopmeni of 
the:Shebergltaii gas fields. 

Several multilaieral and failateral donors;afe;itctive]y inv6)lv'eti:in the rnfoing 
sector in Afghanistan, 'nie AS^orlcl. Bnnk's (WE) proposed :.S52: mtLH.an 
-Sustiainabk Development of KaTitrai Resources Project TI will build on ths vvmrfc 
done since 20G6 vvltlt a previous S4() nii-llion.grani inclndirsg mLningpBlicy 
frameworks, iramtris through foe h’laM Mining Institute, projeet managsmertt of 
Aynak and Hajlgak, supporting enviranmental compliance, and dte Extractive 
Industries Transparency Initiative tElTT),. The ..Asian Develop.menl Bank {A.DB1 
is anfoher niTainr donor in foe Afgltan:mining sector pri marily focused on 
fondiiJg transpDrtaifofi infrastrucuirs includiitg toad and rail net=iv:D.rk.s that sviil 
support the.growih of the ininun.g:scetor.aD:d faeilitate njineral expo.RS.. The 
tlnit.cd Kingtktnl's Department for Imernalional Development, (DFID),, foe 
Qernian aid agency fCiIZl, and the Indian Government, are olso .implementing or 
plaBaing ,mfx1esi: support, io the MoM. USAID a D2.Ghtisststance vvni.fofo 
gap,s: in tschtiisnl areas identified by the. MolNJ eonccntrailng on geo-seience. 
inivestmetn prorn.otktn. atvd eontrtici ijitaiagemenr. 

Cojnnivin.g with US.AID Policy 

Aufotnlled Directive.^: Sysi ein :( ADS) Chapter 220, "hJseof Reliabk Partner 
Counlry-vSystems for Direct Managernent and ImitlemerjtBcton of A.ssistance,’' 
establishes the '^d^ublic Finamciai VTanstgemeni Risk AssussrnentrFpstine'vvork'' 
(PFtM.RrTp) as the A.gency’'s accotmiahility- niecbani.vm to protect IfolS, taxpayer 
funds fram unreaSoriable tSsk and maxiraizb the value of G2G devetopmehi 
investments. Apprava.l. of the AUPCSfo^ the, Alission/Director should be done 
on; the basis of identinefo asrs,css.ed.;:al!Qcafeu and evaluated risk atjd may 
contain risk mitigafi.on !TieasniTrs, Appihval takes; place after the coinpietiott. of 
a series af-maqro-leverund bprity-lcVel risk assessments, and at a time when: the 
.Missitan Director detennincs the correct Mucianvrelanonshtp ys-iththe 
institufooQ ean exist. 

Doe to foe late date of issuance of ADS. 220 :(A4arch 20,1 2) and, previousxrn 
budget c.ommhmeTns .by the US Gtrvemifteul: to fote./GTRoA. a reqU,esf for a 
foonal Adminls-iraior .w;aiver of appIicalion.Qf ADS 220 roi;)uireineni.s has. bcen 
in.itiatcd tor ;U.S AID/A fghanistan hi August 20. 12 , The wa:i\'er request focuses 
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priinadly Wi GompliaiiCi; with giiJdaac^:<i)n:;Sw^e 1 Fi-MRAF Rapid Appraisals 
and Enhimeed: Dsmpenicy., Huiraan Ri^ts, arid ©o>’ernarice (DRG't re\ tew. The 
Stage I Appraisal dnd the PR© i-cvfew are macro Sevel aSges.sa-ierits whtefi assist 
\’i:it]vuiider$raiid(irig. the risk envirpruTient iii targeied countries to Lmorm 
rtecisioos tvheiher to coiisidcr the U5e;af ;a::piii'trier:critiritrj'’s systems. IISAID: 
Afghsrifetan lias rieycr coTtducteil the inhero-leVel enhanced DRC) review and 
the Stage I assessments U-pon GIRoA as retpiired under currently issued Agency 
Polity - AD.S Ghapter 220, Given the history of G2G assistance in 
Afghariistan, this situation is: undei’Standabie. I'he inacra-icvel aS.sessinenis ;are 
to guide i;he:tleei:siHn process abDii? vvhether:G2Gi aBsisiance sliould be 
considered as a bilatera! aSsislaneG ohjective. In Afghanisiatt, liiat decision was 
made:. several years ago at the highest. lev’ehiiof ih&lhS,. Goyeomtenh The 
Obama adniinistrati oil's foreign polfoy ciecisfon in .lanuasry :2 l) 10 csinmitted the 
O.S.Cr. TO direct G2:G as.sistarjGe to QIRoA-. This cennmitmcni \vaS :riot made 
subject to the review oi'macro-kFel ri.sk in Afghanistan. 

Even :wfth the waiver in place, the Mission still must ensure that tJSG funds are 
properly safeguarded and ridueiaty' ristei are a pprepriately iden tilled and. 
mitigated. I'o, that, end, the Mission has conducted an entity-fevel public 
froanciaFisanagement risk assessinent tipon the MqM which is cotnpttrafele in 
ailKtateriai respects, to. those PfMRAF Stage U Risk Assessments completed by 
.other . niisstpns and described in ADS. 220, and .no due dili.ge.n:ce is 
comprontised,. The Mission's risk asscssnient, like llie .AlSS 220 PFMRAF 
Sl:age TI Risk :.Asses.snicn! .for institutions, e.xam.in,es,:the .capactiy, control, 
systems, and day-fo-dtiy practices tised in the PFM systenns in the rtritiistries, 
deRaftineiits or ag:eiieie.s that may be respotisihle for making and :C.a,rry.in:g 
decisidns tihd 3ct|ons..reiat:ed to proposed G2G ttssisranee wiiich USAJD'tyRl. 
provide, i he. purpoSB al lhi,s risk a.sseiSiTieni is to, identify and.characterize the 
tldueiasy- )‘i:Sks pf the institution within the partner goventineht, in order to 
iitfonn :'DSA1D in deterriiiriing whether use. of partner courtuy- systems is. 
Suitably with the in,.etitai:i.ori. 

USAID, :whh the participation of QJROA contTacied a thml-party to carry oat 
the Stage 31 epuiyalent Risk A,s.sessnieB.t, Of the MoM . The :repoi't v,;as issue.a i:n 
October 201 i , 

DISCUSSION: 

Iridueiarv Risk 

Bie niis-riort recognizes: thai Afghanistan is . a high risk eiAti.ronnient, but is both 
an'‘’ov'erarch;ing lofeign policy" cOneenifondh '•national security inleresr" 
wifoin the incariing: of ADS 220, 020 :acrivuies :m.ay exhibit rii tfeprs 

Not he Copieri i r r BkreifeHtett — 
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beypritl those efioouatered, in other dev;ek>pmeiii etiyironiTteiiis. lii aay ease, 
CJ2Q:aA&’'ities.are eKpeeted to show poatiw deyelonffleflt ..autcoraes, even if a 
niapageabJe risk pflpss exists and risk niitipitfon is sub-optimal., The; in tssion. 
assuinss itQ aoceptabie level, of feeiid,.; All identified rjsks .willbe trutigaiecl, 
tVTieie risks are deemed, high by klSAlD. niitigattons wnilhe implettiented prior 
IB or concurrent \yrth the disbutsing.TlS gcryerraiteni funds: to assure maxiinum 
prnfectfon of lj;$ taxpayer dollars, pflier.risk jrLki,ga£ioM will correspond to the 
ievel, ofrisk id&ntifjpd. 

Th:e:Taission negetiates .cffliditipns precedent, based upon ri&k inittgaiidn pldns 
de¥e,loped,i,:iracco.rc!ar)Ae wid'i dte pfacess: set, forth: in ADS :2-2G, in all 
agreeinents where gavenimem entities have,idenl1ficd ,:nsks tm^^ where, a 
Gandiii,^*!, preca-dept is. the flpprPprjateimfigatioii trearmefit:. Tlie conditians 
precedent ,wi,ll ntitigate [isk» apti.cppttibijte to an appropriate; interaai central 
eavirphoieiit Other. risk treatrnepLs;. will continue tlrroaghout; the life .oCthe;02G 
:actiyity:of until StttTitdenr capacity is. demonstfatedlw :the partner geveniraent.. 

The mission, Will apply the ADS 22Q;process lo.,.i’n3nageiTient of fiduciary risk. 

. Pi-ograinn3atic risk is. mamiged .dirgugh application of the ADS epl, and other 
gtiidance. -to project design;. This AUPCS dicrcfore ioctises on fiduciarj' ,ri.sk: 
:;isst!es, ,Th,e:prpject design docu!nents,shDuld be eonsullcd :fo,r jiu'bpttaliQn 
regarding ppjgraminatic risk., 

Mabatiinafeisk 

.On September 2S, 2012, die .Mis.sfon Partner Country Systcin (PCShteam 
dpcunjented.'a: Stage II Risk .Assessment Rispoft. Tiie Stage 11 assessment report 
w-as .prepared,,to dat£i-mine vvhether UlS.AlD could rely upon the Ministij^ of 
Mines’ fMoMl sys.tems .o,pcrati<>n,s and internal ecmtrdls to manage fehors' 
ilmds, Theasses-smem basically dete,nnmed.:th8t .US.AID cmoot rely :tt 5 sin the 
,iyt'-nis!3y' of Mmes:’ .(M0MTcuiTent systeiTi.s operation and. internal controls :to 
manage denars’ Tunds with.ont .sttbRtimtive mitigation measures beipg. 
'incorporated; into G2G: a,greements negoriaied, witii the MoM. The complete 
:;Stage 11 Risk A;S;Sesgmeut ;RepDrt mduding the; Risk Schedule with identifsed 
risfe ;and suggested mifigation me.asaresare attached in Appendi-x No, L 

:tISAlD’5 initial :acl ivities to be inipleiitenied ilrrough direct ..en-budgsi 
assistance with the M.iniShA of .Mines are the ;S.heberghan.:Qas Development 
Project ;(;SC!DP) and die Mining lijvestmt.'nt,:and Development for Afghantetan 
:(MIJ>ASTproj;ect. The ptPgFaminauc o,bjeetives are;4escfibed below; 

SGDP. ~ Die directive oTdie G3G;activity is to support the MbM to 
increase: utilization .of indigenoiis natural resBurees ancfgcnerate elcctrica'l 
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energy ;tbr sHataihed economic and sod ij] bene fits. §:GQP inclodea.l\vo. 
cllstifict eomponents to be implemented in two phases; (1) the 
rehabilitation bf two existing gas welte.anc! dniiing ef up:i 0 ratt 
additional gas ’W’.eils ntiti (2) tite coBStmctian ot' a ;gas pmcessmg plant 
ca:pab!e;DiisweeiBnifig soffieknt gas fnira the Shefeerghttn wells to meet 
the needs lO t ihe pbiined .260 M W.Mdepencleitt Power Planij wMeh is 
eKpcGtetl to he eoiisixueied.by IndasiriQ] PitHnoiicm Services pPSls :<hsk. 

MlDAS - ,! he G2G :act:i\’iiy will focus tin three areas: t I j trsfenTimg 
fltmir)g;:p£).licy and regulation. -The Mo'M should .eontiaB,eti-an.sf 0 rming 
hsel f into a regulataty ..body that .encourages private secter acii vitytana 
eCGROmic and. CQmmim.it.y:deve1o.pnient;.i2).;slrengthening hmnan 
i-e-somces jmd..i.iKjltuidonnl. eap.activ.at the MoM. these:.efforts W'ill 
iT 5 d.ud:e regiGnaL-MsM e.ffi.ees wheneveriapprapdatet and. stsppEsbmg 
the, private .sect, ctr . and. mimng pmiecl development, 

.Althoitglt the SGD-P cind MIDAS programs involve certam ..trisk, tit e. Mission is 
SH-ucturing each pcogFamiro indudc a number of nieastiresthai will mitigate: the 
datigfirs and ensure the,su:ccessfol:’mpleme.ntatton of tbs pro,grams.. Most 
significiintly: 

USAID is providing dJT-budget technicai assistance, which willproyide 
design ahd ei'tgin.eeriHg services, Dualiw Assuraitce aitd. Quality iCoptrol 
.services, hioniroritig and ii valuation, and leehttical assisianGs to Ijcgin 
iiddressing Risk . As.sessment weaknesses, 

tlSAlD wdll utLfke an implementation Letter (IL} as the fattsic amtvity 
agreement; The !L tvill .speeilically tncliule US AID prSor consent 
privileges {.hroitghqut the prcicurcmejtt cyete, conditions preeedeftt prior 
lodLsbumemenivandyt number of conditionalities required, diraughcrutihe 
activity period, Tbeconcirannallties will also require the; MoM to pJaii 
and, begin, to address some .of the generti] w?eak.ne.sses identined in the 
October 20! 1 eontracted PF.M ass es.sment report, US.A,tD's oftLhudgef 
recimicnl assistance contractars will work with the MaM,to, develop'^ 
cantrpjs and proesduresTo miiigaie identifisd risks, 'fbe m,ethad of 
di.sbiirset3,tenj .will :he on a,reimbur.sabk basiB &r costs incurred or 
spocflle milestottes achieved. 

1 he IL agreement, wiill reatih^g: an annual audit of the MoM indissive .of 
all USAID :specific finaneedmetiyities, The US AID OSice of Pimtncrsl 
Management will partner witlr the Intemal Audit Depanmenta of MqM 
and the iMfiniStry iOi Finanee under a separate Capacily Development 

"" .ptA,' 1*.^ 'GvitiMr-d ..urThsti ttiniieii — 
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Initiath'e and initials inteiinal eontroJ andSrumeial reyiewsatpon tiic 
MqM -inaraged aclivities. 

Tlis Oiilee-of EeGiiomic Grovvlh and Infiitsiructuire (OECr]};tee.hiiieal 
0 ffice,.and tlje JMi PCS leaiin, is respPnsibte for mwnaorinf risk 
mkigaliQii steps* insiuding ;vvheflier cojiditions pcccsfleii! continue to be 
fDilmy ed. -DeterminBtfons of wltar itieasiifes sbrndd be taken If tnsuganrig 
siejTS are not itripleiTfenled df cffectiye -w’dJ be made by tbe 'PCS team. 

AO pianiled USAID direct assistance to the G tRo A witi be tlirougii 
existma legally bindiiig biiateraj assistance agieeritents* which iSGliudg 
USAID aijdi.L invesiigatfon :,£ffld ■evaluaudit figjius osidehatf of itseff and 
other IJ.S. GOvtimnent ageryciestrefiincL imnination and suspeppon 
provisioiis; and priivisions requiring ihe;sabmiss ion to USAID of plans, 
Specjf3caDons,,ptocureiTtent nr cDinstruction schedules, conffacis,. or, other 
docunientatioii betweeiri GIRoA and dtird parties relaiijrg to goods or 
sm-'ices to be financed amier these biiaieral assistrince agreemsGts, 
ntcliidrng dociimeirtatidn relating to the prequalifiration and seteciien of 
contractOits and to the sBlieitation of bids and proposals. 

Responsibilities 

The Mission 'sPartnerCfountry Sysiem:(PCSj team is composed, of the 

following individuals; 



T.he Mission' .s. Technical , Office Teairu Qfrice of Econoraie GTOVvtb and 
IhlrasiEiicture {OEGl} are expanded PCS teanyraenibsrs for;G2G aetiviltes 
related to the Ministn' Pf Mirtes. Those core expanded; PCS isam. meinbars 
Include; 

__ 
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The foil expimcled rcS team iwrwycd: ftw rCsuSiS:;Oi' the asscssaiiesil siid :is 
resitonsible for de\'*eloppg astd approving the risk .mirigaiioii roeasures 
negotiated: info c-Sch respeciive-QTCLf aetjv.% -agresment. 

I ne risk ini ti gat idn JBSeSsment and strategy was rcxien. eel by the Giohal Partner 
Goiiritry .Syaejtis Risk Manageineitt Tsant fGPCisRM'J 5 in the Office of ilie 
CFO to srsssjrc t|:ijalhy citjitrol in i3ie PFMRAF process^ 

AUTHORITT^ 

AceOrdaigto; ADS: 150 .30::2.: application of the' PFMRAF gives flutfiarily to , tile 
Mlssioh Director t® approve tits iuae ci.f partner couh try sysieiits. k:nown iis the 
Appreval-of tJse of Partner Couhtrv Systems fALiPGS), 

RECO?aM:EN&Alf‘mN 

That you approve this tvritten Approval of Use of Partirer .Countiy .Systents for 
lire Tyfinistry of M jrrest 



Attach ntent;; Septeffifeer 25, 20-1 2:;Siage, IT Risk Asseasincrit: Report 
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AppttKiix No. 1 

Stage II Risk .Assessment H&pori 


222 



USAID AFGHANISTAN! OFFICE OF FINANCIAL MANAGEMENT 
mi - 


Public FInatJOiat Management Risk Assessment Frafflewetk 


GOVERNMENT OF THE ISLAMIC 
REPUBLIC OF AFGHANISTAN 
MINISTRY OF MINES 


STAGE II RISK ASSESSMENT 

REPORT 

September 25, 2012 




223 


CONTENTS 

Background 

'Objective (s) 


EiXecutlveSuraBiary...... 

Assessment :Re&u'!'t .....y,. 

Risk Measurement ...9 

Scope and. Methodology ,.....■1.0 

Appendix 1 Risk Schedote...... i...-..,.™.. 1:1 



224 


Background 

rounded in 1S47, .Afghanistan has had a turnuituous existence. Ridfn v«tth natural 
resources such ss natural gas, petfoleurn., eea!, copper, .zinc, and iran, the counlry has 
all the ; necessary atements to jump start its eponomy. However, the Afghan's economy 
has been plagued with instabiiity. :bui. is ,novy recoyeTing 'from decades of confficL 
According to Public .Expenditure Financfat Accounlabillty (PEPA) reports, \he econo.rr.y 
nas 'irnproyeef slgnifidan% EifiGS thfi:failsf She Taiibar! regirae in 20.01 largely because. df 
the infusion of internationai asstsfence, the recovery of the. agEfcultursl sector:, and 
service sector growth, While the 'intefRafetial cornmunity fdrnains camthiftsd to. 
Afghamstan’s rieueioprnentiand has pjecigsd significant :rescurces, the Goyernment of 
the Isiamic Peptiblic of :At 9 ha:niStan (<3i:RpAi -will need to ovefcprne a number of 
ehalienges, including tow rsvenue collection, anemic job preation, and high !eve:is of 
oqrrdpfioh, weak: gDVammsht capacity, and poor public infrastructure. According to a 
2508 PEF A.. report, Afghanistan's public finandidi rnanaaefAerit .(PRyli system: achieved 
sianmearit rrnprpysments betwean June 2005' and Decerriber 2007. Hov<»ever,:eapacitv 
dev.eib.prnenl in the iina ministries needs •strengttisning. Co.mpared vvith the progress in 
the :Ministry of PlnanGe fiVIoFj, develop.ments in moss line ministries, lag beWnd, For 
exampie, :casb tnariagement a.nd payment scheduling procadures in line ministries base 
not improved. The internal audit function m line :rninistffeB :dDes' not meet recbgnizbd 
professional standards. While technical expertise in the line rainistnies has :signific3ht!y 
improved ;in severai areas .Jong-te.'rn fiscsi plari.ning remains uncertain. 

.ja'20'10. the Qbsma administration made a public strategic foreign-assistanee decision 
anriounced: at; the .January 2010 London conference :ana reaffirmed by ^cfetary ;of State 
Clinton ;and ;USAiD Asimihistfaldf Shah at the July 2010 Kabul .conference,' vimich 
GO.romtaed the .U.S. Go.vernnient to -provide at [east 50 percent of U,& Geyerhrnent 
assFStanqe ..atreoly to GIRoA, to be channeled through GlRoA's icore budget ..syeterns 
within tvro yeare .^2012)1 In JunerlQH, USAIO/Afghanislan negotiated A :sco:pe .of 
work.ivifh GIRoA to undertake e.ntily level risk:assessrn6nts of QtRoA. Onfe Min'ta’tri&s, 
Conttacts. ubiizing the negotiated scope, of wo.rk were issued .fo Certified Public 
Accountant (ci?A) firms to undertake the Minisleriai .engagemenls. TheyCPA firm 
finaiiaed assessment TSpo.d of the Ministry of fytines (MoM) Was issued ifi October 
■2p1,l 

The .United States is committed to improving tire .quality Of its aid in order to maximize 
deyejaprrtertt jn .Afghanistan. U^S, railitaiy' action in ..Afghanistan includihg 'UsAlp’s 
suppbrl :af tl'ie U.S.Q, Counter insiirg.ency strategy is ,e>^ec1ed to cOmeto an end around 
December ^OtA. This counterinsurgency commitment: remains in force for an 
approxi.Tiate three year period untt! FY 2515. USAID anticipates that FY' 20115 im'ft be the 
Caginhing of a transformiationai decade IC a norrfiai USAiD longer terra devetopraeht 
strategy. With that transit-on to a more loCuss. traditional :dfeye|,apmer)t strategy wilt ViKely 
result in.sufestahtive ohangss in Government to Gwerhmenl {GaCj assistencei 

The G2G comrr!itm6nt::Comes with the responsIbiMy . to ensure effsem'e use .of funds 
provided by U, .S. taxpayers and:3ppropn@ted by CongrgsB, and the need to address 


' Loo-don CpRfereiicej.Jahuarv 2010 and the Kaoul ilmetnalXinai 
:G.cinferer;cS:Of Afshanistsn, July .201 0. 
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fiaucisFy risk ii*i the Partner Country PFM .•system being xonsidereti for direct 
tCove/nmeni to Goyerrwient sssirfaricei For 'lliaf reasert the .Agfenpy ideaejpped : the; 
Pobilc FiRandai; Management Risk Assessfueht Framevyork fPFMf^F) Stage i 
Appraisal Assessment^ the :Osrnocrscy.. hiuman ^Rights and Gpvefna.nee efthapeeti 
(DRG) revievst and she PFMRAF. .Stage TI ^Risk . ftsse.ssment to enabie :it fo meet that 
objective'*. 

The i PF.MRAF Is a inuiti-stags risk-based raetnodcilsgy . vyhereby US.Al.pi -.seeks, to 
u.iiderstand the fldueiary ; risk envlrpnm^ in- targeted couritrifis. to inform beeisieas 
whether to .use or ito increBSe the use of pa.ttner.ooutllry p.ufatie financist managsfTi.ent 
sj'-stsms tn deiiserina aid assistance. The enhanced DRG revje.vv. .led fay a,O5Ri0W 
team, is gndsrtakert prior to or in . Oonjonclidn with the' Mlssioriried. Stage i Rapid 
Appraisal, ieeeks to. -detentiibe - whetber a G2i3 Jriyestms.n .1 ‘goiild ampowet a 
govemn^ent at die .expense of its psopte. Unless^ the macrD-leve! Stage i Rabid 
App.^-aisai and enhanCfid DRG review .dstennlne that there is onaceept.afale or 
iirirnitiga-ted Gou.nt-ry teyel. -fidiiciary .ri^, political cbristraihts, or other thsurmptintsble 
barriers to. the use of partner- country systems, an ; in.-dspth PFMRAF Stage il risk 
.assessrfiefjt— which is. an entity tsyel assessment— may oe eompletee iby the Mission. 
This Stage . tl assessfneht: wiii establish the baseline leyet of Ministena! entity . .Jeysj 
risk sorrespondihQ to :Gontemp.lated funding le.veie, and identify yulnerabiHSes of the 
partner country impiementing entrty. if Ih.e assessment reveals clear evtden.ee .of 
vuinerabilities fp.mCrrUptiori and other high levels of cpntroi risks: and the partner 
country governrnefjt faiis to respond or agree To appropriate risk; rnitlgatipn rerrtedy 
measures.itnen the use of::pa!lner:CQu.n-by systems must not be authorized. 

USAlD-iAfghariisfan has never conducted the maqro-lsyel erthaneed .PRO .review 
and the PRMRAF Stage 1 assessments : upon GIRoA -as required under cuirantiy 
issMed ASendy Phiicy-ADS Chapter 220 issued in draft in August 2011 and 
suhatantialiy ppdated in March 2Q12, Giyeo the history of :G20 assistance in 
Af^artisiahi this situatiort ts wnde.'atandafelB, The macro- ievef assessments are 'to 
guide the decisio,n process afaput wh.ether G2.G assistance should. fad considered aS 
a bilateral .assistance objecstive. In Afghanistan,, that decision was rpa.de seveta.i 
ye-srS:.ego; .at the .highest .levels of the U.S. Government, The iQtjarna 
admihistrationy foreign ppiicy dedsion ;in January 2010, which, was reaffifrned by 
Secretly’ Ciintdh and Admihistrator Shah at the ,Kafau! co:nferer,ca in July 2Qtfl, 
strongly re.rte rated the G.S, com mitm sat to : direct: G2G assistance to, GJRoA. This 
.Qomnriitroerit was not made subject to re-view .of rria-cfDr,levsl risk in Afghanistan. 
Essentially, the, foreign; policy decision to engage in G2G assistance in Afghanistan 
has rspiaped the firsl.tvvo steps uncer the Agency ADS; 220 poficy-the :erih:anGee 
:DRG review and :{he PFJvtRAF .Stage I assessment 


^ In August 2011 . tfie Agency issusd a.iiew Crafi policy - ADS Chapter 
iSO -panalnigg ;c:the, use of refepfe partngr,.co.un‘ry systems for tSirect Q2G 
assistance. That poficy Chapter 'A-as substantiatiyuRiJatea in tete:!-, larch 
2012 and qoniimies to undergo modifica -ions, - Ute latest in .July 201.2, 
ymers rtskassessaient quesltDnna're guidetines: v^re moaified. This ADS 
chaplet with 4s latest modifications now requ-jea srhtes-s; 3 ge:.spproach in 
the:Rtocass leading ts SidecistortOf vvfiethsr uRAtD.shouid OTnsjder uss .of 
a .partner ccunttys s.ysieroS: to imp larhBrrt dhsol assisteriee: progiBrnS I 


■■ShU;- MayRoi.i«i DikiJ'I'.'-JViihii- ~ 
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Scapes of WOfk lor the entity tevsl Ministerial .engagernents undertaken by fSlBoA 
arid US AID raay :nQl ha-ve complied viH«h every element of, the detailed PRWiRAF 
Stage 11. guidance as qurrently reyisea in >i.uly'2!J12, hcvyeyer the Mfssidri heiieves it 
has cornpiied with the spirit .and perpose pf that guidance. .In August ::2d12, 
USAtp/Afghanistari addressed an, unpifficial. Stags i res.-1ew by intemaily ,sumjna.rEing 
responses to assessment guideiines using eaileciive Irifomiattori gatriefed from 
public expenditure and financial. accountabiUty |f>EFA): reports, assessrnenis 
uiidertaken by the,: SPA firms tOidaie., and other jhfo.rmai infepmation-avautabte; to 
Mission staff,. Using that informal process -arid the McM irid^erident CPA firm 
assessiTrenI.rapoil issuedfn October 2011, the Mission is documen:tiri,g;throughthis 
framewark a -Stage it egulvalent report based upon the most recentty iupdated A.DS 
,Chap!er.22D guidance. 


Objectives 

The overall objectiva of this Stage i.l risk assessment is. to, deletmine whether :the U:S. 
goverrirriefit Osh rely bn the Ministry of Mines’ (MoMf systeriiis operation iarid mternat 
ooriTfofe tQ msnsge donors’ funds Specifically the assessment will: 

• :Deterniine whether MoM’s financial nianagement/accoontfng system Is adeguale 
to preperly ma!lag;e and account for donors' funds, 

» Determine whether MoW has the financiai rnanagerrien't capacity .lQ,,:flnanage 
p,roposed activities, 

• Determine whether'MsM's internal controls are adequate t;p m.ar.ags .donors' 
funds. 

• iDetenttine whether.McM’s procMre.mentrnanagerrient units haveaufiircferit 
systems: and mariagsmerit capacity, to irripiement. activities and manage dctno,rs-’ 
funds. 


‘ Dete,r,niins:Whetfter MoM ecrnplied;, in all iriateria! .res'pecfe, ,vrit.h appiidsbie favys 
:and-feg:ulat!On’e, 


S B g :: “ Ma y f j- nrbrCd iVli'ti i-M pDis I 
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Exeeutive Summary 

The Unites States CjoveFfitnent cotemitied to -ChanriSfir.g St teast 50 ,j5erearrt_M its 
devetoptosht assistaft^ through the iteiacatal budget of toe Afghari Gdvefnme('',t*. This 
eorfirhitment eornes with tile resjsehSitsiSSy to; sesure effectiue. ues of ’tortcfe provided by 
U; S. taxpayers and apprdpTiatsd by Congtess, ertd; eddFess fidydlgry risk in ihe Partner 
Ctouritry Pubiic Pinandial i fc!aiiag:^etrt (PPM) systems at the entity teve! being 
eonsidered for direct irtTpibrnentation. ef ysAtOTdndec! BsssstaKce, For :that reasM 
USAiD developed the Stage it Public Bnariqal Mansgernent Pisk Assessirserji tOFenadte 
■ft to:mest that objective- Ti-e Public Fitteneiaj fctenaganent Risk Assessment Framevyork; 
(PFmRAF) iis a inultkstage risk-bas® raelteodology wberebj! USAiD seeks to, 
u.nderstand the fiduciary risk environment itt targeted courttries; Jo tnfertn decisiens 
vshelher to -liSe or increase the use of partnar country public financial manage.ment 
systems in dsiivering aid .assistanee. If the assessfitenl reveals clear evidence .of 
vuirierabiHtles.tc eorruptiori, arid tbe partner coonlry governrnent falls to resf>o.nd, the 
use of patiner country systeTTiS must not be authorized. 

This Stags 11 assessment was prepared to determine: whether USAiD can. rely or> the 
Wipjstry of Mines’ [MoM) systems operation arjd jeiernaj controls ta mafiage, dpfiOFS’ funds. 
The assessment baslsaity deteriTtmecf ifigt USAID cannot :rely on the M.irtislry of Minas’ 
cunenl: systems: operation iand internal csnirois. la. manage donors’ ftifids, without 
substantive mitigstion measures, being incorporated into 62Gi agreements negotigJed with 
MoM. 

Mansgemefit atiituile.has. a pervasive affect on the cuifure and attitdde bf, ari entity. This 
ettijude affects the integriiy and ethical values of the entity, human resources :poifcies, 
operating phit&SQphy .and corainitTient to ergarazefcnal canTpetencei According^ the 
risks identified at those levels win be difficult to mitigate, Tne ssse:sSfrieni ;feveaii^.&se 
gpvernarice structure and ; managetneriS: epcduntaiHlily needed So insure a.ppropfiate 
policies .are developed and applied .code of government .ethics : enforced., 
proeufemeni integrity obsewed, and robust financia! controis: ihipfemehteci are 
lacking; This .absence of structure is indicative of a Isck of acooLiniabilftyi will, and 
comitiitm€ht:fb ertforoe best practices and combat wrong doing in the civ!! servipe; 

l,n addtecri. to a tack of governance struciure, the sssessrn.ent identifieo several risk 
faciors that can oompromise JJS.AfD funding. Examples of these risks are-, tack of 
acOGuntability of public offiorals, ftnancial data susceptible id mafiiputation. lack of 
standards to prevent, undue preferential treatment such as nepotism and cronyism, and 
the likelihood fQr 'k!ekbsc:ks :anc! eallusiom Under norma! cl rcUmStanoes, .the results of 
this aaseSsment would iead USAiD .net to engage in Sovernmetit to Government 
assistance, with She blinistry; Since the U.S. Government .oo.m mil merit has elready been 
made to engage in G2G aciivjty with the Mlnielry, epproacnlrig assistance wim 
preGauticn and. conditions. USAID rnusi reasonably rhiljgate the identtfied neks. Appsndfk 
t datafis'Shs Identified risks and proposes possible m.itfgati.n,g measures la manage thoss 
.risks: 


■’ London conference or. Afghantsfan. Jahsiary 20rt:0:and‘tfie Kaboi 
infernalionai conference an A^hanista.n. July ZGtIi. 
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Assessment CGnclusion & Results 

USAID cannot reiv' ori Ministry of Min^' (MoM) systems oparstion and interna) controls 

to manage donors' funds, 

* MoM's financial mariagsmenb'accDiinting systeiti is not adequate to properly rnanags anci 
account for donors’, funds. 


. MoM's does not have the financial management capacity to manage proposed actwtias,, 

• MoM's intarnal controls are not adequate to managa.donors' funds,. 

• MoM's, proouramenl management units dp not have sufficient systems and managemgnt 
capac'iiy to implement activities and manage .donors', funds. 

• Except in few instances where MoM did not holly comply with GIRoA procuremenf laws, for 
the most part MoM comp iied with applicable laws and regulations. 

In addition, the internal control environment is not adepuafe to mitigate the risk of 
corruption, and it is unclear if there is the will to combat corruption. Nonetheless., we believe 
the identified risks can be reasonably mirigatsd. See appendix 1. 

Management and governance structure 

One of management's responsibilities is to Implement s structure that will enable it to 
execute it responsibilities in an accountabie man.ner. The governance structure and 
management accountability needed to insure appropriate policies are developed and 
applied . code of government ethics are enforced, and procurement iritegrity 
observed, and robust , finanoia! controls put in place is missing. This absence of 
structure is indicative of a lack of will and commitment to enforce best practices and 
corpbat wrong doing in the civil service. 

Management attitude has a pervasive affect on the culture and attitude of the entity. This 
attitude affects the integrity and ethical values of the entipi, human resources policies, 
operating philosophy arid commitment to omsnizationai competence. Acoordlngiy the 
risks identified at that level will be aifficul; to mitigate, Because of this USAID must 
engage government to government (G2G) assistance with precaution, .and set conditions 
in its agreements with the Ministry. USAID rnust also exercise substantial involvement in 
project implementation until GIRoA achieves satisfactory progress on its managerrient 
and governance structure challenges. 

Financial Management and Accounting Systems 

To achieve success in program implementation a .■‘eiiaOle public financial ma.nagement 
system is vital. The PFM system at MoM is wesk and is’ highly susceptible to fraud, 
waste and abuse. There is no financial management a,nd accounting system in place to 
record transaotions. lor both operational and development budget. There is no. evidence 
of reconciliation of monthly payroll records. In fact, staff are .receiving bonuses fn cash 
which ar-s not declared o.n their bank transfer The same staff is rsoodlng and reccnciling 
transactions. 


tfSii lyut. hir -Gupiiilll-ui DUu ibdt'i','i.i Page 7 



Personnel Policies and Procedures 

Recruiting, training and retaining qualified staff is vita) for any organfeatidn’s going 
concern. Management attitude toward . recruitment hurnan resourcsa policy 
aeveiopment, and investment in staff affect aittevel or the organization, it is recognized 
that MoM is operating in a challenging anvironrnsnt where it is very, difficult to find qualify 
staff. Aside from this chailenge it is evidem.frdin our observation that -MoM has not taken 
(ts human resQurces responsibiiities seriously. The Ministry does not nave documente.d 
Human Resources .policies and procedures manual. Employment egreerrtents are not 
signed, annua! employee code of condydt and conflict of interest forrns are not 
documented. Management casual attitude Jcward recruitment and the lack of basic 
employment documentation could expose donors funds to cronyism and nepotism,. 

Procurement and Purchasing system 

Procurement is a critical organizational function, as huge amounts of money are spent 
every year procuring goods and services. Prsourement fraud wastes limited funds, and 
comprornises safety. With the award af .each contract, potential fraud exists in , a.'eas 
s.ucn .as product substitution, ccst mischargirig. and progress payment. The MoM 
procurement system is vuinerabie to all these risks, as the Miriistry does not have basic 
procurement, controls. The Ministry has no annual procurement plan, no .rn&Gha.nism to 
pre-qualify vendors for goods arid services where no competitive bidding is required, 
personnel do not monitor turnaround time or the quality of goods received, The lack of 
accountabiiiry by public officials in tiie procure.-nent process puts donors' funds at risk. 


.Program Management and Monitoring 

According to USAID's policy, monitoring reveals whether desired results are 
occurring and .whether outcomes are on track. Penorrnarice management is a 
commitment to managing for results m order to achieve the best possible outcomes. 
The Miritstry's inability to devefop a monitoring plan and conduct actual rnonitoring is 
a fiduciary risk thai could lead to funds being used for unintended purposes and/or 
being utiiissd for inefficient programs, and not detected timely, 
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Risk AssessmsTit :!v1.easur&iTier;t . 

USAI-D guidance :stajes, once ;a lis-k -has b.esri identified, the impact gnc probabiiity of 
that Fisk must ba determined. The impact measures the severity of an^ adverse event 
.assosiateD .with the, risk .and is measiitad as,. .Me2.jigibte, 'riarginai, Serious, and 
Catastfophic, Conversely, pFobabiiny vmeasarss -the likelihood of the oceurrance of the 
adverse, e-.-eni assodatea with tlm risk .and is expressed as, Remote, Occasfensi, 
Probsbie. ar.a Frequent,: Combining :irapa£t- 'arid' probabiftty Tsctors :ealegoTioe risks in 
clusters of Critical. High, Medium and Lew .-categaries. .RUhough subjective, it is 
nonetheiess the oasis for the Risk Mliligation .Rtan'in .U-S.AiO. 


USAID's PFM Risk Matrix 
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Scope and Methodology 

Ths indepand&fttiy corstracleci assessment under a scope 

of work which focused on five main areas-, T) Procurement, .^) Aocsunting and Internal 
contfels, 3) Monitoring rand .Evai:UsBerr,r4) -Auolt'a.rranQerneriii and 5) .Humap. resources. 
While the airditdra ebnduoted an in-depth assessment on the five lareas: mentioned 
aBove,. ftey did : not use thd Ageticyis approveff Pubitc frinancial Management iRisk 
Assessntent frarfreiyofk i;PFM:RAF) and did mot. conform In mariyy/aysrtp the 

Agency's PFMRAF, guldanoe on .nsk treatraent and risk assessrhent rneasurerndJifS: as 
that guidance |sfeS: Ghapter 220) was ;rssuad ;5ubseq:uent to the. negotiation of the 
scopes of work withiGfRoA. However, .lo eristrre-tbe MiSSiQn comFlies .iMth the Asency's 
guidanceand performs raduirad due diBgence,.wa: reviewed the auditors’ report and we 
met with the auditors who csndtiEted fire assessrfieht.to gain a generarrind.erstaihdingmf 
the nature, of their work. We met arxt discussed with our tnfemai financial analysts 
wham, had an Mhderstsndirin of the ministry's syslsms, We Gonducted Fmfied research 
p.n other work cerfarmed by DFiO .on MoM, Based on auditors' vrprk, our reviews, 
meetings and ressarch. we completed the PFM.RAF checklist, and risk, mitigation plan 
and wa sumtnafizedrour findings and understanciing in this report. 

.At the time ofthe assessment it was not clear if the auditors und.erstQcd.. {hat they had t o 
define fheir fincfings in terms Of risks so appropriate: risk mitigation rneasures could: be 
developed to .address the identified risks,; Because our revlavr was.cdnductedlafter tee 
auditQTS had Gsampleted the assessrnent. and could not go back to detefniine the impact 
.and probability; we relied . on the ; understanding we've gained over the years of 
collaborsiid.n :vdth the goyemment Based on that understanding we defiried teelpdtentiai 
risks and we took a conservative approach and considered most risks.itp be gepauaand 
probable, unless the cpniraTv v,es:Cteariy eyidsnt. 
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yHS'TtfiiBWiiftlN' PEOftE 


AFGHANISTAN 


Qctaiwr I8,:201i 

ifcCTiON MEMORAJSiDUAI FOR THE MISSION DIRECTOR 


TO: 


qiDM: 


S- Ken Yamashfta, Missicsi Dkector 



SUBJECT: Approval of Use ;ot' Psniver Countfy S vsienis (AIj'PCSI Mndejr ADS 
QlapTer 220 - Mirasm^ ot'Aaricrslmre. IrriBation. and L:k*estock 
(MAIi:) 


action REQUESTED: 

In aecordattcenvith Antomaied Directhr-e Svsicm (ADS.) Chapter- 220,., y«a; are 
requested to approve flie tise of.parntta’toumi'y systenis in connection u^tb 
I.JS AID’S 8s$.iistaftce to (h.c Governtnent of the- Islamic Republic of Afghanlsttin 
(GIRoA). through she Ministry' of Agriciilturc, Irrigaticin, atid Eivestodt (MiAlL). 
Tbs approval detennifiatioii wfli remain ia force for appnwimaiely a thtee^-year 
period rliroiTgh Fbca! Year End {EVE) 2015. Tlvis approva,] authority will 
Ipelude.all eiinxm: and lui tire propo.seti Gevejtiipeut t® Gtsvemment (G2G) 
pss:i.sianee aciivsiiesIieOA-een IJSiMD and the NtAIL through FVE iQ'tS.. 

The initiai praposed G2G. direct assistance activities incItTde: 

• Agricaittirc i^cvelojwieni: Fund ( ADD— USAID torai CfsatributiDi’i 
eatirnaicd at. £75 ndIKon 

• Agi'icaRure Re.searclt and Extensitin Dcyetopnieiit ! AGR.ED), - !.JSAID 
total cotitribatl 0 - 0 : estimated at SitO Biillioh 

• Irrigation VYalershed Majiagemcsit .Prograiit (I WMF) - US AID- totpi 
conrribtjlian estifflalcd at $.! 00 nii Ifion 

» laRd:Refo.n;n io: Alghtmistaa <LAJIA) -.L^SAID total eontrifouiidn 
estintated at SO mi 11 ion 
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BACKGKOUJQI5;: 

nie. CJtRoA MiniSiry of Agrieuitiire, Jiriffiition imd LAcAock (MAILj Jms liie 
maiitiaite lo resiorc: Afghiitiisam's Ircit.-agncuhiiRil .eeoncYmy ihmugk 
production and productmly, rumarai resource managcfflent impixwed pkysical 
: ipfiraStruGnu'es and cnarket deveinpinent. as stated -in NaiiongkAgi-icaltuiitl 

Efevclopment FraBiework (KADF) and ntltcr effidial Mlnisiry dDcumenis; 
MAIL’S role jn the Afgbaa National DB\*etopineiii Strategy [ANDSJ has; been 
further otitHned in the Kavional Pri-orky Programs for water ;and natural, resource 
management and agrifiuitural markeung..and.:dev.el 0 pmentoy'hreh will be 
presented to the, .faint CoordiDauGn and Monitoring Board (3CMB) m 
'Noyetnhef: BO K. foriendorsejncnt. tinder ADS 230, MAIL, constitutes a, ^rlner, 

: government ent i t;y. 

L'S-AID's agriculture :seetor Q2G a.ssist:anee toALAl!, will focus on, three areas:; 
.strengthening agriculiLn-al extension and research .s,ystems to improve service 
delivery IQ Afglian Idi-rnerSv defining the rt;,de;Oi'MAIL .isV v\-aEer rnarifigeiKeiil; 
under the Afgliao water kw in , order to encirutage more effective: use Qt‘:wat,cr 
for agricoltutal purposes; ,and hnprov'ing, MAIL’S rede as a technicaLand :P<-dicy 
oversight m.stilution :in;.support of private seelor agribusutess and econamic 
devetephtitet. L'S.Aip isaiso providing 02© ,as,si.stahee;;to M5AIL to suppoit, 
credit acoess for ,faltn cpruhtunities and land irtahagemeni. USAID?s,.Ai,PP,ott 
for M-ATL \vil],;bui].d On thanagefhem eapacitvhtiilding proteraras currently being 
iinpletoe,nfodby;t;bp tl.S,,. Pe,pa,rt,ment of Agriculture in fhiancial and 
tnaniSgOipent as: well as cotriniunicittion and systems tnanagemeht, 

Set'cral ntuUilaterakand bilateral donors are , actively Involved in ,the :a,grieult,ure: 
sector in :Afghantstan. The World; Bank (WB:) has four aclivittes currently 
Support e d through dte A fghanistan Reconst ruct ion T njst ,1'' uitd : ( A,RTF ), the 
Horticulture a:sid livestock Prograin (HLP), the Q,n Farm Water :M,anagemen:t, 
Program ,(<3F\VM), the Improving Agricoliurai Inputs S:j’sie,ffi,.s Delivety 
program CLAIDS), and the Itfigtstion Rclwbilitation^ and Det'elopirieiit progihni 
(IRDP). The four projects, are trained at approkiniaicly S:142 millian. The 
Asian^ Development Bank L'M3B) Iras also invested in the irrigation and v,;ater 
:5Ttanageme.'il sector with the Contrauain' Based Irrigalion Rehabilitation which 
is designed tQ , improve agrtoultural prtxiuccion. The ,U:riLt 0 d,Kjngdom'.s 
Depart ra en i _ for Interna ti ona 1 De ve lop ment ;( Dl- ID), the j:apanes e Internationa 1 
Cpopei-aiion Agency ,(.fICA),, and the ,European Union are all also iinplemeitdng 
prflgrams ill: support of Afghan farmers and AIAIL. , USAID's G2G assistance 
will fill criticai gaps m:t:e:Clinictil areas identihed by :,MAIL concentrating on 
lechnieal :£iHd maaagemeni Gap.5cityit) support research and extension, ',y.ater 
:pQt'cy and ceGhnioial engagement, and ,agrifonsiitess „support and policy. 
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Gonipivina H-ith t jSATD PoUct 

Aotemaied Dkectkes Sj^stem (ADS) Chapter .220, “hfee olf Reliable Partner 
CouBbrj- Systems for Diteci Maiwigemeni and ijiiplejnetiiatlon of Assist?Jtce," 

: estahlLsbes: the: *' Ihibik Fi min cia] :ManfleeBieia . Risk Assessment F ramcwprk;’" 
(PFMRAF) as the Agensy^s aectJuntabUjty- irKtchankm to protect C.S, sasipayer 
&nds Jrom tshreascMsabJe risk and inaJssmBe the value of (j 2C3 deveteprtieni 
ravescments, Approval of the Al'PCS bj' die Missiaii Director shoold be, done 
Pit the basis BfidcRtUtef}, assessed, allocated aitd. evaluated rkk and may 
ci'jrjtain; risk' mitigation iTieasures. Appraysd takes piace. after thc contpleiion of 
a series of niacrq-levelatid aiititydevel risk iissessmenis, and at a time;:when the 
Misskin Director defernitnes the correei Itduciarj' relatitMisljip with die 
■iriStitittiurv can exist . 

.Due tii Tbe bite daienf issuance of ADS 220 (March 201 2) and prsviaus on. 
budget eoattmitmesits. by the US fiovemnient to the GlRaA, a reepjestibr a 
: fosma! Administrater waiver of applktiiioii of ADS 22d;reqiiirements has been 
initiated tar USA,ID;Afghaajstan in August 2012, The waiver request focuses 
priinqtily on cottipluitice vclCh guidance On Stage t PFMRAF Rapid. Appraisals 
aad Enhanced Democracy,. Hainan Rights, :and Goyernanee.tDRQf review'. The 
Stage T Appraisal iind theDRG revietv arc macro level assessirietTts tvhish assist 
w'tth tmderstaitdjitg the risk :envirOmTienl: in targeted countries to irifattii 
decjsi<)n:s vvlicthet hi consider the itsc of a panner costntry-’s sj'siesns. tJSATD 
Afghanistan has hevei' condacicd the maCro-lcvel enhanced DRQ revietv add 
the Stage I. rapid appraisals upon GIRoA as required ■ixnder'Curreitiy i&sueS 
Agency Policy - ADS Chapter 220. Given the history of Gt 20 aBsistahee in 
Afghatiiatan, this siiufliion is understandable. The inaero*level assasBilTetits SU’e 
to gitide the decision process about w heiher (j2Ct :assistanct‘ .shoiiid be 
considered as ,a hilaterfil assisfafiee objeclive. In A iglianiscani .that dcdsiori whs 
iiaadc several yetirs: ago at the highest levels of the ITS. Geveriinient. The 
Qbaina admihistra,ti«£fs fotcigji, policy decision in Janaaiy 2010 cBimiiitied the 
Ei.S.G. to direct <;J2G assistance to Gl RoA. This cotnmitsTient teas not made 
subject to the rCyieiv ormae:n>Eet‘el risk in Afghaiiiston. 

Even with: the waiver in places the Mission still inust. ensure ilmtjUSG lands :are 
propei'iy saJeguarded and fiduciary risks are appropriately identified: and 
mitiaaierl. To that end, the Mission has cpiiducted an entity-level .pitblic 
financial inanageniem risk jissessnieni :upoii: the MAIL which is coraparable in 
all material respects w . those PFMflAF Stage li Risk Asscs,sraen.ts coinpleted by 
other ::triissitMis and described in AI3S 220, and no due -diligence is 
eoinpronvised. Hk Alj.ssioti's risk assessment, liks the AOS 220: PFM.RAF 
Si:age j1; Risk- Assessment for histituirOrts, esaintnes the capscity, eomrcsl 
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sySenis, and^%'HX5-’4ay :{jracticpiS'^ in tite:PFM &ystei3j^ ifi;the;iniidsErieSi 
departmeots or sigenciss.tlm nmy ibe regpoiisJbJe &t makiag and -Ganying nut 
decisions and: actions: related tu proposed 62b' ass:istancE whleJi tJS.AiB:mli 
prp\dde, ITrapuipose ofihts risk ass-esstna« is ro identify’ aird characterize dre 
llddciaiy' risks ofihe institntiDn wkhfythepatTner governinent, :in order to: 
tnidiin U$Alb in .detpnnjriing w'hcther use of patlner Country systems is 
:ss.iiiable with; the inst'itation. 

USAID,: mdi the partielpatibn ef GlRoA:OOikracted a tl3:ird-party to Gpcjynaul 
:.ii)s;Stage H equivalent Risk Assessment .of the 'MAIL. Tiie report sva-sissued in 
April 2i31:2. 

Diseti'ssios: 

Fiduclan'’ Risk 

Tltenrissicin reflognizes thtii. Afgljanktan.is a higii risk envimtimeftA but Is both 
:a!i “overarcliingforeign. policy-' cooeem and a ■■‘natiotial seGia-ity-'intefest'*' 
within die meaning: of ADS 220 . G2G liefmties may . eKhibit .risk factors 
.beyond these .enco.untered in otiier development .euvtoriments. in any :Case, 
’G2G activities are eKpectsd to show positive developnientioutatmes, even if a 
a.ianage.able risk 0 . 1 ' loss e,vists,and :dsk:niitigat:ion is sUb-apuitial. ’fhe trassion 
assymes no acceptable. level of fraud. ..All identified r,i.sks. wdli be nsiirgaied. 
Where.PtSk:S .aT.e..deeined.high:b.y D&AID, mitigations. \v:ill be impknienledtaiOT 
:tp or eonc-yn-ent vykh the disbyrsement df US governmem funds, to assyre 
mpximyni pretect.jon of 'U..S taxpayer dollars.. Qiber risk miilgationwyill 
:Cpi?resp.Qnd to tSse le.vel-prr3sk,iden.isfied. 

'The missioft negotiates conditions precedent:, based upon risk nn.ftig8fichpfartS 
developed :,in .3pct>r£iatiee whh the praees.s s.et ioRh in ADS .220, intail 
agreements where go-v:entrneni einilics have identified risksvaiid .where -a 
eonditian :precedem' is the :appropriatemjtisaj:ipn treatment. Thecondmons 
precedent will mitigate risks :andeonuibute its an appropriate internpJ. cpiltfol 
environment. Giber risk .ireatmeiirs will coniinue t hiOLighoutmie life of the G2Q 
acti vi ty or until :Su tTjcien,t capacity . 1 $ demanstrated. by tJie partner got'ernmetu. 

Ili.c mission will hpply the ADS 220 process to management of SduciaD'.risk. 
Progranripatic risk: is managed tbroiiglrBppficatipn of ihdAPS20.1 1 .and ofiier 
:guk!fince, to project itksign; This .AUPES thsrefbre :facu.Sas on fiducial risk 
:issues'. The :projeet -design d:0ciinTertts shpuld bebbimulted. for mfprntalion 
regarding ipragrartsaiatiynsk. 


- Ma y b’a . t ' b y Cfflpi t itl pi Dist ' rjbutgJ 
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' Managma Risk 

Qn October 10, 2Q12, the Mission P.aftasr Country System (PCS) team 
dHcumented a Stage fl Risk Assessment .Repoit. The Stage 0 ^assessihentfeport 
was:;preparecl. to deteimine whether tlSAID cpuld: rely upon^ MAIL'S isystehis 
operatiohs had interriai controldlp inahage dhtjoiti’ funds. The assessment 
basiaaity detdaitii'ied that USAID t^inof rely opailMAlL's cun-errr systaitis 
operation ;and internal controik to manage duiioti!:’' funcls 'viiboiit substantive 
mitigation measures being intorporated into G2G agmemeiiis .negotiated with 
the MAIL, The contpleie Stage TI.Risk/Asssssitient Report ineludmg the Risk 
Schedule with idsnu fisd risks and suggested mitigation measiires is attached in 
,A,pperidiX’N:0-, L 

US aid's initial acilyities. to be implemented through; d'treci-G2G aissisumce 
with the MAIL are tile Agriculture Developntent FmKKAiDFX the . Agriculture 
;Re.seafeh and Exteiiaion Development (AGRED) projeGt, the Irrigation 
AVatershed Management Program (IWMPI and the. Land Refann in 
Afghanistan (LARAyproject,. Ttte programmatic abjectives are described^ 
beiowf 

Agrictttturai. Development Fund (ADF). The objective of the GJG 
actrvitj' Is to siippo,rt MAIL to establish a credit institution designed to 
provideatccess i.o, credit tbr Afghan Toitn contimmiries and agribusittesses; 
With technical supjDcut and fmancing provided by USAID., the ADF. loan 
institution w'ii I provitle loans to Afghan borrowers in line with trti.aspare.ru 
predit proeedpres and rtdes agreed between M AIL and USAID. Givett; 
the constrained financial and credit environment in Afghanistan Ms kpitn 
:fund is.;oftefl ;the only credit ay ailablc to ihose working' in the agrieulttas}] 
sector. 

Agricultni-ai Research and Extension Development (AGRED). This 
program will focus on four areas: 1 . public edueation and .outreach- 2- 
ijhpFpyed research and extension infitistipetiire:, 3, traiiting forincmised 
lechrijdal ;capa.C!ly ofTesearch and extension stall;, and 4. re.seareh grants 
to increase access, to improved varieties arid modern .agrieullural 
techno logiciS. riiese elfo.iis ivill engage seven: regional research .statioiTS 
tmd fifty prOvincialdistricts around the couiitry and .support private .sector 
agri-husinesS development.. 

Irrigatian and Watershed Manageftient Pi-ograra (JWMP). 'Iliiis 
prograni .11-11111)0115 on three areas: 1 ; water governance to improve 
nianageiTiem and. reduce ;confilct;.a. water supply sida.fflanagenient: to 
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improve watersheds and: irrigation -kiSasttntcMe ta redtiee^w loss; and 

. 1 , water :deraa?td managefneiit to improve on-Jantt water nmnagemedt. 

Land Refdtan in AFgbaaistaa, PfOgram fLAftA), This program is 
foeusing on :dte toi:!o\ving four prograBatiaitic areas; 1,. streagthep lattd 
tatittre seeuriiy through ttia fonnaltzalcjen and upgradHig:Of inforraal 
settlemente -^ upgrading iiilormsl sealemeJMs, fotiiiaiLz.ation.rOf land 
rights, cadastral rmtppfjigcworiacn's inheritaiice ttnd;3aritl xights.f 
comraunity based dispute resolution, raid ti-dining in planning and 
enforcement; ,2. ieg4 .fTanvewQiik--:prG-yfding •assistance to the 
Afghanistan Land Office (ARAZl). the. Afghanistan Oeodesy rind 
Capography Kead OfficefACjCHO), and titei Ministry of Urban 
Deveiopnienl CMUDA):tp draift, update and tmicndlaws for .urban, 
planniDg arid land liseTe-gulatipii, land inanagejnent,.-af.id eadastrej 3. 
capaeitT building - hiiilding capacity of piiblie (AOCHOi AJMZL ihe 
Irtdepetidenl D.ifsctoraTe of Local CmvernaHce t-IDLG) , MGDA, Supreme 
GimA) tod priv;at:e:sect.of service pipvidefs to improv'e and S.U’eamlIwi; 
land tentir.e processeAte .Afghan private and public sectors; 4. ontoadga 
assistance to MALL/ARAZl - MAIL win procure services to improve its 
jnstitvitioTiai' capacitj’ with the goal of deVeioping ,AR-AZr into, 
Afghanistaif s orie^srop-sbop for land rttanagement iylth, ‘ipes-ific 
.assistance to fiptltpr efforts to identify, majagc; lease,, and.olagin revetitte 
from: A fgh tm go yernrne nt 1 aitd s. 

Ai.thoUj 2 ji,,£he ADF, AGRED, IWlvIfyandlLARA programs liT\--0l.ve cer^siftrisk, 
ilte.M:issi:en:is structuring, cscfi program to:mc3ude:;a nifmber nf measares that 
w'ifi: aiitigats tke.daiigefSiisncL ensure .thestiecessful .irnplernentation ofthe 
programs. Most significantly; 

.US Ali? ::is providing .olfi-budget tecimienl assistance:ib3t will work 
directly :W'ith M AIL'S Directorates of Irrigauatis BsienS:ioiu Research anti 
Admintstratitin to povide on die job training far activity idesigrc 
:budg,etnig,;monitoring atid nianagero.erit. In addition, teelmical skills. 
dsvek>pmeni through 'long and short tern? ;triumiig as w’ell as field based 
practice w-jll be provided. The ofE-feudget c.onti-aciore wdll .support 'MAIL 
ta conduct puaiity assurance .nnd qualify coritroi .mopitoringi ev'aluafiori 
and .reporting Oil ail USA.ID. funded activities .and .als.o. woriv with. ..die 
departirienis of finance 'and procurement, to .add.ress any v¥ealvn!es:se.s 
identified during ihe.Stage i1 equivalent -risk, as-sessment:. 

USAip will- utiliEe:nn:]mpJernGntai toil LcficrtfULas toe’.bcsicactivjfy' 
agreeiTienL The ,iL tyill .spccillcaJly iric-ludeTJSAID priorconsent 
privileges diroughput the prpcnrcment cycle, crindliions precedent prior 
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tcs disburesnienti. and a liumheriof eanditLonalTtfes required tlirdug-tiQui the 
activity periud. llie eonditienabties will also require the: MAIL to plan 
and begin, to latl-dr.ess sooie .dftlie general ^’ttaknes&ealdentiiiecliii the 
ApriJ 2()12 PPM assessment report. US.AIIl's :ofr-bu£lget :tee.lini.eat 
assistance conti'aeior.s work.tvith^ths MML to develpp::et>jrj'/«fe tTSsI 
procedures tO: piiiigate idenyfied risks. The. merhQd of dtsbitirsemeni will 
be: on u reimbursabJe bitsis.for costs. line utred or .specific m.iiesiOBes 
:aehieved, 

The 11, agreement will require an.annuaLauditprfheiMAIL inelusiv&af 
all US.AID specific. Ena.nced activities. The IJSATl) Office :ofT mancial 
Managentefsi will pariniT tyilli the Iiifemai .Audit Dep.artntents of .MAIL 
and the MinistT 5 t<>f Firitince: under a separate; Capacity Deveto.p.ment 
mitiative arid inifMte internal control and financial reviews :upon the 
MAIL rnanaged activities. 

The..,Office of Agricutnire fO.AG) and the OfiiEe of Economic Gro wth 
and Iiiii\q,.striictitre (OKCliT) technicai offices, and the full PCS team, rtwe 
responsible for laomtoring ri.sk. miligatiOh Steps, intSikiing whelher 
conditi.Gns precedent coniinueto be followed. Dete.iTnihaiKibs of Ahat: 
measures .should be taken if niitigaiing:siep.S are not impiettieftteci or 
e.fTeet ree will be made by the PCS team. 

All planned, tISATj;>G2G as.siKiaTice to the GlRo.A will be made thAmgh 
exisiiitg legally binding iHlateralassisianeemgreementA which include 
CS.Al'D andit, investigation and evaluatian rights; on behalf of inself and 
otiter n,S. Gcivemmejit itigencies;, and refund, termination and, suspension 
provisiaiis. 

ResoonsibHitie.s 

The Mission’s ,E’CS:team. is eomposed Pfthe Jbltewing indivldliiats,: 
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Tworof the MisSmn's 'rechnical OtJtces, 0A6 ant! O^EGi,; are eKpantied PCS 
: teain members. forid2G .activities, mlated fe the.MAl L. These e.Qre .expanded 
PCS team members mclttdei 

[(b)(6) I 


The full expan.ded:PCS:'team reviettfed the. results uf the^tage i:l risk .assessment 
and is fespdn.sibfe Tor developing and approving tite risk rnidgation measures 
(nsgotiated into eachfrespective Q2Q aptrefe agreenietil with TfALL. 

Tlie risk nprigaripn -assessment and s:trat.E.gv was revievced by the Global Partner 
Tluiintty Systems ITisk.Atanagemertt Team (OPCSRMT) In the Office qf the 
GFO to ensure quality cotltfo! in .the PFMR.AF precesk 

AUTHORITY 

According to ADS 320 .-S . 2. 2, application df the PTMRAT giyes atithority to the 
M ission Director to. approve the use of parmer couhtn,! systems,, known .as the 
Approval uf Lise .D.f Ihirtncr Country Systems (ALJPCS); 

RECQiVrMEHDATIOhf 

lha; you. approve this vvrinm AUPC'S .for the ALinistry pf Agriculture,. 



.AtTachmentt 


Gctober iO, 2012 Stage 11 Risk Assessment Rejtori 
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ApiWRdis. No. I 

Stage II Risk-Asscssaient Report 
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Background 

Foufldad in 1947, Afsl>anistan tias nad a tumuffijous existenoe, Ricn ivith rnatural 
resourees such as naSural gas, petroteyrn. «ia(, copper, 2 inc:, and iron, ;ffte coyfiify has 
all tee necessa^ element .te jump start its ecpnonty. However, ths Afghan’s ecpnoiriy 
has been piagueti with jnstabiliSY, but is now recovering frofn decades of cohjttct. 
ftccprd'teg to FlipHc Ej^enditure Rnantaal Accouritabiiity ^PEFA) reports, the economy 
has improved signifipantly since the fall of the TaNPari regime in 20Q1 largely because 
the infusion of international asslatanee, the reeovary of the agriduHural sector, and 
sewicB sector growth, VV.hile the international cornmunity rerriains committed to 
Afghanistan's devetopment and has pledged signifipant resources, tine Govemmsht of 
the Istatnic Bepybiio of Afghanistan (6'IRoA) will need to oyerGome a nuffiber of 
chalterfges, mcluding low revenue collection, anemic job creation, and high tevels of 
corruption, weak government capacity, and poor public Infrastmciure. According to a 
200S PEFA report, Afgharnistan's pubSo finanraal managernent (PfM) system achieved 
significant improvements between June 2005 and December 2D07. However, capacity 
development in the line^ ministries needs strengthening. Cornpared with the progress in 
the Ministry of firtanee (MoF), developments in most line ministries lag behind. For 
example, cash management and payment sebedulrng procedures in ,'ine rnfmstrsss have 
not improvECi, The internal audit function in line ministries does not jnset recognized 
professional standards. While technical expertise in the line rninistries has signifscantiy 
improved in several areas, long-term fiscal planning remains uncertain; 

in; 2310, the Obama adrhintstratian mada a ptibSc strategic foreign-assistance decision 
announced at. the January 2010 London conference and reaffirmed by Seta^etary of 
State Glintort apd USAIO Administrator Shah at the July 2010 Kabul conference, which 
commilsed the U.S. Government to provide at least 50 percent of ,U.S. Government 
assistance directly to GIRoA, to be channeled through GIRoA'S; core: budget systems 
within two years ,(.20,1 2) In June 201 1 , liSAlDfAfghanistan negotiaisd a scp.p,e Pt work, 
with GIRpA to undertake entity level risk assessments of GIRoA Tihe Mfhistfies:. 
Coritracts utilizihg the negotiated scope of vv.ork were issued to Certified Rublic: 
.Accountant (GPA) firms to undertake the Ministerial engagements. The CPA firm 
finalized assaserneni' report of the Ministry of Agriculture, Irrigation and Live Stock s' 
(MAIL) was issued in April, 2012. 

The United .States is committed to improving the quality of its aid in order to maximize 
detfeioprrfent in Afghanistan. U.S:. mifitary' action in Afghanistan indudirig USAlb’s 
support of the U.:S.G. Counterinsurgency strategy is expected . to come to an.end around 
December 2014. This counterinsurgency commitment remains in force for an 
approximate three year period until FY 2015. USAID anticipates th.at.FY 2015 wiii be the 
beginning of a trarisformattoriai decade to a non-nai USAID longer term development 


' Lonasn Conference, January 2310 snd the Kabul i.htemafidnal Conferenoe o! .Afghan istari. : July 
2316. 

SBUrMay Sui da Copied or Pistribnted 


1 
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strategy. With thatitransitien to a more roiau^ trad^onal aevelopment strategy .wilt !?ke!y 
result tin Eubstantive changes to iGovemmeni to Goyefnm.ent ((320), assistance. 

The G2G corRmament domes with tite resfronsibility to ensure effeGtiye use of tuntis 
provided by U. S.. taxpayers and approp.riat©d by Congress, and the need to address 
fiduciary risk in the .Partner Country PPM system being considered for ctireot 
Government to .Gpvsrnrnent: assistance; For .that reason, the Agency developed die 
Public Financial Management Risk Assessment FramewoTk [PFiyiRAF) Stage .T Rapid 
Appraisal Assessjbeni, the DemoGraoy. Human. Rights and Govemsnce enhanced 
(DRG) ravievir, and the PFktRAF Stage It Rfek Assessment to enable it to meet that 
objectivs^- 

The PFMRAF is a mufti-stage risk-based methodoteay whereby USAID seeks to 
undersfand the fiduciary risk environment k targeted countries to inform deoiSiOns 
whether to use or to increase the use of partner, country public financial management 
systems in delrvsrjng aid assistance- The enhanced DRG review, led by a USAfDAiV 
team, Is. underiaiten prior to or in conjunction with the sMission-ied Sfage f Rapid 
Appraisal and: Seeks to dstentilirte whether a G2G kveatrnent Oouid empower a 
govemrnent at the expense of its people. Unless the maoro-leve!. Stage S Rapid 
Appraisal and enhanced DRG review determine that there is uhacceptabte or 
umtiitigated country tevel fiduciary risk, political constraints, or other insurfflcuntable 
barriers to the use of partner country systems, sn k-deplb PFMRAF Stage il risk 
assessment - which is .an entity level assessment - may be eo,rhp(eted by the. Mission. 
This Stage il assessmerrt wHI establish the baseline ievel of Mkisterial entity level risk 
.corresponding to oortternpiated fundi.ng levels, and identify vuinerabititlss of the psrtner 
country impterrienting entity. If the assessment reveals clear evidence of .yukerabtiitiss 
to corruptioB and other high levels of controi risks, and the partner country govemmeht 
fails to respond or agree to appropriate risk mitigation remedy measures, then the use 
of partner courttry systems must not be authorized, 

U^iD/AfghaniStan has never conducted the macro-level enhanced DR(3 review and 
the .RRMiRAF Stage I assessments, upon GIRoA as required uridef .cbrrenH^ festied: 
Agency Poiicy-APS Chapter 220 issued in draft in August 2011 and subsitanlfefly 
updated in March 2012., Given the history of G2Q asststarrce in, Afgiiantstah, this 
situation is understandable. The macro-level assessments are to guide the decision 
process; about whether G2G assistance should be considered as a biJaferai assistance 
objective, in Afghanistan, that decision was. made several years ago at the highest 
levets. of the U.S, Government. The Obama admirtistration's foreign policy decision in 
January 2010, vrhich was reaffirmed by Secretary Clinton and: Administrator Shah at the 
Kabul conference in July 2010, strongly reiierated the U.S, commllimeni to direct G2G 
assistance to GIROA. This commitment vvaS not made subject to review of macro-level 


" IH: August 2511 , (tie Agency Issued a new graft policy - ADS Chapter 220 -pertaining to tne use gf 
rsfiabiepartner country systems for diree;, G2G assisiance That poliey chapter vras subEtanttEily updated 
fn late Marcb 2012 and contiriiies to lindeigo moclrfications - the iasestin Jjiy 2{ji 2. wltere risk 
assessmem queslionnai.'e guitJerines were mocified- This ADS ehspferwith its latest moctfScaSons now 
rsqufe a mree-stase appsoacn in the process leading to a desision of whether USAJC shpaa Cansider 
use of a parir;e,''coi.n!ry's systems to impiement dtrec! assistance programs, 

2 

K:Bt i - tdiiy. kaat-fee Cnp i vC nt Dpnrifatlt eJ- 
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risk in Afghanistan, Essenliaiiy, theiforetgfi policy decision . to engage in t32S assistance 
in Afghanistan has. fepteced the fiirst ts»d steps iirtdef the Agency ADS 220 paliey— the 
enhanced DRiS reyiet* and the .PPhiiRAf Stage I assessment 

Scopes of work for the entity levei t4irtistenat. engag.emants undettaken by GtRoA and 
USAID , may not have oompt.ied. with every etemenl of the detailed PRWRAF Stage It 
guidance as cufTentiy. revised in July .2012, however the Hissidn heiieVes it has 
oomplisd witli the spirit and purpose of that guidance. In August 2012;, 
USAID/Afghanistan addressed an unofficial Sta^ I review by internally eummanzirtg 
responses to. ;assessment gu»delides using coltectiye infermation gafnered :.fmm public 
expenditure and financial accountability fPEFA) reports,: assessments tindertaken by 
She CPA firms to. date, and other mforrnal :infofrna.‘ibrt availahie to fslissbn staff. Using 
that ihfomial process and the MAIL irsdependent CPA firm assesswent report issued in 
April 2012, the Mission Is: documenting through this framework a Stag.e H equivalent 
report based upon the rhosl reoemiy updated ADS Chapter.220 guidance. 



The: overaif .objective of this Stage it risk assessment is to determir*: whethenihe U S. 
gcsvemraeht can rely on the Ministry Agriculture, frrigafion and Live Stock s'' fMA(L) 
systems, operation and internal cxrntfots to manage donors' funds. SpecificaHy the 
assessment will : 

• Determine whether; MAIL’S financial managemeni'aceouhting system is adequate 
to properly manage and account fordonors' funds, 

,« Determine whether MAIL has the financiai management capacity to manage 
proposed activities. 

* ;D;etefmine whether MAIL’S interna! cohtrois are adequate io^ manage, idonors' 
funds.' 

« Determine whether MAIL'S procurement management uhtta have sufncleril 
systerns and management capacity to ;implement USAID, aodvittes. and rnan;ag.s 
donors' funds. 


• Determine whether MAIL complied, in all material :reapects, with applicable: laws 
and reguiations. 


tSpir-LVijiy ’ Sqr t x -Co p ied ui Di st ufc>ua;c! 
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Executive Summary 

The United States Government committed to channeling at least 50 percent of its 
development assistance through the national budget of the Afghan Government^. This 
commitment comes with the responsibility to ensure effective use of funds provided by 
U. S. taxpayers and appropriated by Cortgrsss, and address fiduciaty risX in the Partner 
Country Public Financial Management (PFIVi) system being corssidered for direct 
implementation of USAID-funded assistance. For that reason USAID developed the 
Public Financial Management Risk Assessment tool stage I rapid appraisal and the 
stage 11 risk assessment to enahie it to meet that objective. The Public Financial 
Management Risk Assessment Framework (PFMRAF) is a multi-stage risk-based 
methodology whereby USAID seeks to understand the fiduciary risk environment in 
targeted countries to inform decisions whether to use or increase the use of partner 
country public financial management systems in delivering aid assistance. If the 
assessment reveals clear evidence of vulnerabilities to corruption, and the partner 
country government fails to respond, the use of partner country systsrns must not be 
authorized, 

This Stage II assessment was performed to determine whether USAID can rely on the 
Ministry of Agriculture, Irrigation and Live Stock (MAIL) systems operation and internal 
controls to manage donors’ funds. The assessment found that USAID cannot fully reiy on 
the Ministry of Agriculture, Irrigation and Live Stock current systems operation and internal 
controls to manage donors’ funds vwthout substantive mitigation measures being 
incorporated into G2G agreements negotiated with MAIL. 

The current governing body at the Ministry' does not have the required management 
awareness and competence to lay the foundation fora strong control environment and to 
motivate staff to pursue the organization's goals. Senior management is still trying to figure 
out their roles and responsibilities, and has not been able to respond to identffied and 
eminent control risks. In general senior management's attitude toward good governance 
has been very casual. 

In seme respect senior management has been cooperating with the donor community to 
assume greater respohsibility to manage aid projects. By the same token senior 
management has not focused seriously on sbengthening the Ministry’s financial systems 
and management controls that would give donors reasonable assurance that funds 
transferred into the GIRoA's core budget will be safeguarded against waste fraud and 
abuse. During the assessment auditors noted that, budget formulation and execution are 
hot tracked in the Ministry’s Financial Management Information System (FMiS), financial 
transactions , are not aivvays recorded and recognized , and physicai assets are not 
inventoried and documented in the FMIS. The auditors also noted that, employees’ time 
and attendance is not consistently documented, and that several employees were on 


’ London conference of Afghanistan, January 2010 ano the Kabul Intsrnational Conference on 
Afghanistan. July 2010 
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leave without written authorizations and the unauthorized leaves were not deducted from 
the employees' -wage statements. 

Furthermore, MAIL’S existing procurement processes are not transparent and need 
strengthen.. The assessment found evidence of conflict of interest, as staff responsible 
for obtaining quotations is also responsible for evaluating them. In fact, vendor selection 
without formal bid evaluation is a common management practice. 

Lastly, the assessment identified significant deficiencies in the Ministry’s information and 
commutations systems. Monrtoring and Evaluation (M&E) staffs at the provi.noes are 
reporting their observations to project implementers, hoxvevar, these observafipns are not 
shared with mid and seniortevel management at the centra! M&E Directorate.- 


Uhder normai circumstances, the results of this assessment would lead USAID not to 
engage in Government to Government (G2G) assistance with the Ministry, However, 
since the determination to engage in direct G2G assistance with the Government of the 
Islamic Republic of Afghanistan (GIRoA) has been made already at the highest levels of 
the U.S. Government,. USAID needs to ta.ke reasonable precautions to miligaie aJ! 
identified risks. Appendix 1 details the identified risks and proposes possible mitigating 
measures to manage those risks, 


Assessment Conclusion & Results 


USAID cannot rely on the Ministry of Agriculture, Irrigation and Live Stocks’ (IWAfi) 
systems operation and internal controls to manage donors' funds. 

• MAIL'S fmanoiai management/accounting system is not adequate to properly managa.and 
account for donors’ funds. 

• MAIL does not have the financial management capacity to manage preposed, activities. 

» f</lAJL.’s internal controls are not adequate to manage donors' furids. 

• MAIL’S procurement management unit does not have sufficient systems and management 
capacity to implertient activities and manage donors' funds. 

• Except for not complying with GIRoA's procureme.nt laws regarding the composition of 
procurement cornraittee, for the most part MAIL cornplied with appiicabie laws .and 
raguiations. 


In adrfition, the internal controls environment is not adequate to mitigate risk of corruption, 
and it is unclear if there is the -will to combat corruption. Nonetheless, we believe the 
identified .risks can be reasonably mitigated. See appendix 1 , 
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Management and governance structure 

One of management's resppnsibifities is to implement structure that will enable it to 
execute its responsibilities in an accountable manner. The governance structure and 
management accountability needed to insure appropriate ;policies are developed and 
applied, procufemenl integrity obseA'ed,- and robust financial controls put in place is 
missing. . MAIL’S leadership committee and evaluation committee for land leases meet 
weekly to discuss strategic and policy issues; however, members front both commitfees 
do not understand their roles and responsibUilies, Legal matters v>iith the potential to 
detrimentally impact the Ministry's operations, including the use of uniicepsed sottsvare 
are not prioritized. Management recognized the volatility of the operating .environment, 
but , has not discussed or considered business continuity and disaster recovery pla.ns. 
Although management is aware of the threat of unauthorized use and access to its 
information systems, it has not taken action to mitigate or prevent the occurrence of that 
threat, Management's casual attitude toward good, governance and the lack of general 
controls put donors' funds at risk. 

Financial Management and Accounting Systems 

To achieve success in program implemenlation a reliabia pubiic financial management 
system is vital. MAIL does not have sufficient financial management capacity to manage 
proposed activities, and its management and accounting systems are not adequate to 
properly manage and account for donors’ funds. Accounting staffs do not record cash 
receipt in the MAIL'S financial Management Information System {FMIS). and they do not 
prepare revenue analysis. Fixed assets are not registered, tagged and tracked, and 
periodic physical verification of fixed assets is not conducted. In addition, auditors noted 
several transactions that were not recorded and recognized in the MAIL’S FMIS. Lastly, 
budget formulation and execution are not tracked in the FMIS. These conditions create 
a weak and inadequate internai controls environment, and indicate MAIL'S inability to 
mange donors’ fund without substantial involvement from donors. 

Personnel Policies and Procedures 

Recruiting, training and retaining qualified staff is vital for any organization's goirig 
concern. In addition, management attitude toward recruitment, human resources policy 
development, and investment in staff affects all levels of the organization. The 
assessment found that the MAIL does not properly review the history and background of 
employees, including employees in critical positions before they are hired. The 
assessment also found employee Job descriptions are not signed, and annual employee 
code of condupt and conflict of interest forms are not documented. Further evidence .of 
management's casual attitude, auditors noted during the assessment that staffs were 
taking leave; however, there were no .'■ecords of leave of absence on file, thereby 
making it very diffiouit to track accurately employees' pay benefits. Similarly, provincial 
offices have difficulty tracking staffs time and attendance, because there are no basic 
auto.mated attendance systems in these offices. MAIL'S control environment 
weaknesses are systemic, as staff performance appraisals are not conducted timely, 
and, there is a lack of adequate training for newly hired staff. In addition to the human 
resources challenges, noted above, the Ministry does not have a documented 
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succession pian. _We understand MAIL is oparating in a challenging environtnent, but 
the lack of attention to basic employment procedureSj and the unwillingness or inabifity 
to enforce the most ordinary ethtcai conducts in the organization expose donors’ fund to 
cronyism and nepotism. 

Procurement and Purchasing system 

Procurement is a critical organteationai function, as huge amount of money are spent 
every year procuring goods and services. MAlL's; inability to effectively management its 
procurement processes could have a signfficarrt negative impact on donors’ funds. 
Contrary to GIRoA's procurement law. MAIL has no documented and defined 
procurement policy for advertisement below APS 500,000 ($10,000). Furthermore, the 
MAIL'S procurement processes are not transparent, as request for .guolatfcjns are 
sometimes issued to vendors at the discretion of management — No documented 
vendor evaluation processes are applied. These inadequacies in the procuremefit 
processes are systemic and prevalent, the assessrnent rsvaaied evidence of conflict of 
interest, as personnel responsible for obtaining quotations are also responsible for 
evaluating the quotations. There is also no segregation of duties at the pfovinda) levels 
for purchases below AFS 500,000 (S1C.000), This lack of accountability by public 
officials in the procurement; process gives rise to potential fraud and puts donors’ funds 
at risk. 

Program Management and Monitoring 

Monitoring is.a key component of interna! controls. It assessesihe adequacy and quality 
Of the internal control activities and systems' performance over time. Opportunity for 
improvement identifled and observations should be communicated to the appropriate 
ievel, :in most cases to the senior management. The assessment found a significant 
weakness in the Ministry's communication and information sharing system. Staffs were 
preparing Monitoring and Evaluation (M&E) reports, these reports were shared with |ow 
level management, but not with senior level rnanagement. As a resutt, ;SeruQt, 
management (Minister and/or the Leadership Committee) did not have access to critical 
information on program management. The practice of provincial M&E staff reporting 
directly to the Provincial Directorate (project implementers) instead of the central M&E 
Directorate raises concern of conflict of interest which poses a risk that could lead to 
funds being used for unintended purposes and/or being utilized for inefficient programs. 
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Msk Assessment Measurement 

USAiD guidancs states, once a risk has ^been identified, the impact and ptobabiiity of 
that risk must be detef.mmed. The im-gaMt.msasgres the severity of an adverse event 
associated with the risk and is meastired as, Mediigible, titerginal. Serious, and 
Catastrophic. Conversely, probability ■ measures the likeiihoQd of the occurrence of the 
adverse event associated with tha- risk and is expressed as. Remote, Gccasional, 
Probable, and Frequent. Combining i-rripacl and .arobahiiity fac-tors categorize risks In 
clusters of Critica!, High, MedlLun and. Low catsgories. Although subjective, it is 
norretheless the basis for the . Risk TvStigation plaiTin USAID. 



USAID's PFM Risk Matrix 


.Medium 


.Medium 


Medium 


Prohabk' 


Occasional 


Remole 


ProbabiKi 



Catasp-ophic 

limpact 

:^rious 


Marginal 

Migligible. 
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Scope and Methodology 

The indepersiently ctJntracteti auriitors condiicted. the assessment under a scope which 
focused an five fnain afeass 1.) Procurement, 2) Aecoantihg and toteraal Gohtrols, 3) 
Monitoririg and Eyatuatipn, 4) Audit and 5) Human Resources, VVhiie. the auditors 
conducted art in-dep.th asssssmeht on the five areas rnentioned above, tdey did hot use, 
the Agertoy’s aptaroved Public Financial Management Risk Assessmant, Ftamework 
fPFMl^F) ohe^dist, and did not conform in many vrays to the Agency's PFWRAF 
guidance on risk: treatment and risk assessment measurements. However to ensure the 
Mission sompty ;wtth the Agency's guidarice and performs required due d'Uigence, we 
rayiewed the auditors' report at«d we mat wild the. auditors who condueied the 
assessment to gain a general understandiBg of the nature of their; work,, We met: and 
discussed with our internal financial analysts who had an understandirig ofthe rnihlstfv''s 
systems, vi/e .conducted ;Jimited research on other viork .performed, by :DFID on the 
Mail Sased :ori auditors' vyorki oiir feviaws, meetirigs and research, we ccrnpleifid ihs 
RFMRAF checklist and risk mftigation pian and we summarized :Oiir findings and 
understantiing in ;this report, 

Af the time tjf the assessment ft was not clear if the audifans understood that they had to 
define tlteir flrKiirsgs in terms of risks so afHJropfiaSe risk, niifigatson measures couid, be 
developed- to address: the identified risks. Because our review was CEJnducted: after the 
auditors haa:ecifflpJeled,the ass.assment. and couid not .go back te:determtne lhe:topact 
and proitability,, wb refied on the und.ersianding we’ve gained Over the years of 
coltaboration with the government. Eased on that understanding we defined :aie 
potenlia.t rr^s end :ive took a conservefive approach and considered most risks: to be 
serious and probable unless the contrary was clearly evident 
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lUUSAJD I AFGHANISTAN 

FW5HTr*AMStec:A)si-f«»tS: 1 


Noveoiber 4, 2012 

ACTION MEMQR ANDTIM FOR THE MISSION DiRECTOR 


TO- 

FRDM; 


S. [ten Yamasnita, Mission [director 

|(b)(6l ' 


P(6) 


SUBJECT : Appro^'aTof Use of Partner Caunirjf Systenrs { AUPCS) - t>A 

Afghanistan Breshna.Sherkat fDABSJ under ADS Chapter 220: 


ACTION REQUESTED: 

In accordance with Aulomaied Dircflive System fADS) Chapter 220, you are 
requested t0::ap&t<3ve the use of partner couhiD’ sysleros in connection aHE 
U.SAJO’s assistance to the Gox-^'ritmem of the Islamic Repuhlicof Af^iansstan 
(OliRioA) through the Da Afghanistan Breshna Sherkat (DABS). This approt'al, 
deterdijnation will rennain in force for approxanately a three-year period 
tlirough Fiscal Year ISnd (FVE) 2015, This appros'aj authority wiil include all 
dtirrent and {hture propttscd Oitvernmetu to Ciovei-ninent (020) assistance 
actiYitlea bettveen USAID and the DABS througit FYE 2015. 

'Die intital proposed G2Q direct assistance activities include; 

• Power TKinsritission Expanskw and Conticciivity Project fPTEC) - 
USAJia total contribitiioh estimajcd at $738 million 


B-ACKGROUND; 

Ttie QfRoA Da Afghariktan Breshna Sherkat (DABS) Ls the natiana! power 
utility conipatiy of Afghanistan, incorporated to operate anti iitanage domestic 
electrical power generation, imponstion, traiismisaion And distrihution tlirougii 
Afyianisfan on a oominercial basis. DABS is a wholly owned GlRoA eaikr 
with shares held by the Miitistiy of Finance (MtilY, the Ministry of Energy and 
Water (MEW), the MmistiyofEconafflytMoE),: and the Ministry; ofUrbsat 



260 


Planriijig and Development (MtBFp). The BcKtrd of Directoi-a k made up 
enarely: of -Afghan gcvemineni officials. Under .ADS 220., D ABS as a.^IRo.A 
parastiital organizaiion, eonstitutes a . partner-govermneiit entity-. 

USAID's enecgy sector f}2Q:assisiaiice-to DABS will ibciis on-expandiiig the 
-nattofiaJ- sitergy grid’s ability- is transpori power lham neisliboring coimitrks, as 
well as transporting ;pcnver front .domestic generatipg plants front the Mortb East 
Power Syst.erii (NEPS) .to the Sopibem Eiectcfe Power System fSEP.S). In 
addition, as part of Power Trasismission.Dvpanskm anil Goririectivity project 
(PTECJ, USAID/Afghaiiii'ian alsp. is providingtoughly SI 57 inrllion latw- 
budget contmercializalion and tcchnieafrasshstance capacitytbuiMmg snpport to 
DABS, to ensure sHstaiiiabllilj' of the national energy system. 

Other donors ai’C. actively invo-lved in the energy sector development and 
rehabilitation in AfgharustaEL For example: 

• Asian .Developmcait Bank. { ADB) programs are supporting the Kutiduz- 
Talnqan, Chiintala-Arghandj. and NagWo-.Tatalahad transmission lines at 
a cost of aabout $.97 million; 

» A World Batik.(WBj S5Q million. programfis cDnstroctittg dlsfrlbuiion 
systems fet wdlliserv-'e .5<),C),0Q.ca,S!O.mprs inChahirkar; and 

* ThclUnijed .Stales .Army Corps, of Engineers, fUS.ACE) has provids $I D 1 
million to siipport the .Arghandi-Gardez transmission,iin.e. and S94-milU:Qn 
to .rdhabtli late and replace transmission lines from Kajaki .to Durai 
JtuKtloB including improvements to three subsuuions along the corridor. 

..USAID’sm.ff-fa.udget leehnical asslsianee i.s providing: cGn-ttniefton -quality: 
assuraoce; for the PTbC aciivitiss :and bui-|ding die capacity .of the Minisny of 
Energy- and Water lo plan, manage and regt.ilate energy systems, 

Cgmplving with US-.A1 D Policy 

Autornated Directit'es System (ADS.) Chapter 220, ’'Use of RdiabJ:e;Partne.c 
Co-Untry Systems for Direct Managemein and Impiementation of Assistarice," 
Bslab-lishes the “PubHc Financial Manfi 2 emerst ;Risk .Assessment Framewark” 
(FFMBAfj.asthe AgenGy’s acc-0uni.abi(ity fnechamsm tQ-proim feepay-er 
funds from unreasoriable rjsk pnd. to nTaxinilzc ihe value bf GaGdevelopmml 
investments, .Approval of the AUI’CS b.y.the MissipnDircctDr shoUfd he done 
.on the basis :of:Kicn.tificd, assessed, alKieated and evaluated risk and may 
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contain risk-Kiitisatjeri tneasufes. Apprwaj lakestRiSce after the cafepletton of 
a series tifmacra-ievel and ecitity-leyelrisk assassmehts, tiiid ata time wlten the 
Mission Director determines the cpiTed fiduciaD' tei.ationship with, the 
tnatitutian can exist. 

Dae to the late dale of issuance of;ADS 22D-< March 2012} and jjrerhotis on- 
budget :csrnm5t.nierits by tile US Coysminernt to the GiRoA,; a request fora 
ibraial Admin.istralqf utsiver of appHcation of ADS 220 requirements tKts 
inMated ibr USAfD'OVfghanistan in .At^usc 2012. llie waiver request foe-uses 
priiBSfiiy on.ccjm.piiance vvith gyidanee ort.Sta^ I PFMRAF Rapid ApjsrajsaLs 
and Enhanced Democracj’. Human Rights,. an(i .G.ovcrnajiiee (D-RG) review. T.he 
.Stage I Appraisal and the IDRG revietv are inacro-iesrel asses.sinents,.'Which 
a,ssist with.undcrsrandtng the risk environment in targeted countries to iitftsrro^ 
decisions wheiiier to consider the use of a partner country! s systems. USAID 
Afghaflistaa never hits conducted the macro-ievei enhanced. DRG review and 
the Stage 1 ..assesssmerits upon GlRoA. as requbed tinder currently issued .Agency 
Po,licy — ADS Chapter 22Q, Given the history ol G2G assistance in 
Afghanistan, this situation is underslandablfe 'fhe .iTiacro-.,Ieye.l. a-ssessments are 
to guide the decision, proeess about ^vheihcc G2G assistance sliouJd be 
esnsidered as a bilateral tissisranee objective. In Afglranistan, fitat decision was. 
m.a,d.e .several yeaf.s ago at the highestlevels of the U.S,,:Gayer:nrnei«. Tlte 
.Qbama admmistmdon’s Ibreign policywlccision in January ,201.0 comothtfisi.the 
.USG to, direct :G2G asslstanee toQlRoA. This commitment, was not made 
subject to:fhe reyieyv oi‘ macro-level rs.sk in .Afghanistan, 

Even rviiit -the vvatyer in place, the, Mission still must ensure that ilSG; funds are 
properly safeguarded and fiduciary risks are appropriately .identified: and 
mitigated. To that end, die Mission has conducted an encity'-tevel piihlie 
fiaanciai management risk as.sessment upon dje D/kBS which is.cqmparabfe LA: 
all material respects to those PFMRAF Stage 11 Risk As.sessmeitts completed by 
other missions and described in ADS 220, and no, .due diligence is, 
compromised. 'The Missbn’s risk assessment, like, the ADS 220 PFMRAF 
Stage 11 Risk. Assessment far institutions:, exatnines the capacity, control 
.systeijis, and davKOvday practices used in the PFM systems in the niiabfries, 
departments or . agencies that may: be responsible for rogklng and danylng oat 
decisions arid actions related to irroposed G2Q assistance xvhich US AID wiH 
provkie. I'he purpose of this ri.s:k assessment. Ls to idendfyvand Gharacterize the 
fiductarj! risks of the institution, within die partner .government, to inibriu 
IIS AID in .detennirhng whsiher use-:of ponner couitiry systems is .suitable with 
the iiustitudoji. 
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LfgAip, with the paihicipatran; 0 f GJRoA uofJtracMfiiS thfrd^pSWy lo cgrn' out 
tile Stgige Il.ec|uAatent;RiSk A^sessmentAfihc DABS. The repqrt was tesaed in 
October 20 IS. 


DISCUSSION ; 

Pidticiarv Risk . 

The TOissiGn reengiiEes that AMtanistan. js s, higli-risk, eeviromnent, but is both 
an "Qverarehirig foreign policy’’ eo-ncei-n and a '‘eational.seeonty interest 
wiihiti.ibe ineaning Qf ADS 230. G3G aQti'vjties.m 2 y exliibit risk factors 
beyond those enco.mitwed in other development en vironmenis. In any case, 
G2G activities are expected to show positive developmerjt outeomes, even if a 
manageabJe risk of joss exlst.s and risk rKitigatio.n is, sub-optim.a i. The mis.S:iQn 
assumes.no accep,ta.b.le level of fraud. .All: identMed ri.sks .wilfbe luitigated. 
Where risks are deeined high by USAID, mkigatio.ns vi,-!!! be implemented p-rtor 
to :0r coriGun'eni wirh the cfebursingUS. government: fund.s to rissure maxiitimTi 
proteetioii.cif lk$. ttiiX.payer dollars, Other risk mitigation will cBiTespond to the 
level ,cif riskidepuricd, 

jbernisaion negotia,tes. conditions prececfent. based Bpofl risk ntitiga,rion,p'ians 
developed ip. accordance witit the process set forth ip ADS :22p, in ail 
agjreejtTentSiwiiere governinent entities have identified risks and where a 
©e.ndition preeedeiii is.fhe appropriate iTiifigadon treatment, 'Ihe .conditiQns- 
precedent wall mitigate i-isks and eontribute.tb aa appropriate interttsd eontrol 
envi,ranm.smi Oilter risk treatments will aonti:ni.i,e thrcH-iehout the life oftbe G2G 
astiv.iA' or nntil sufScieni capaeity b demonsfoated by the partner goverfirnent. 

Tlie mission, vvill apply the ADS ,220 .process- to .memigei'nent .af fiduciacy Ask. 
Prngjrainraaric risk is managed through application of the ADS , 2Q I, and. other 
guidance, to prbjeet de.sign. This .AUPCS, therefore, focuses .on iidudatyc.risk 
issues, 'llie prpiecl design documents should be :Cpns.tjlted for infonnation 
regarding prOgrarnniatie risk. 

Managing Risk 

On October 2Q, 201 2, the Mission Partner. Country System (PCS) team 
docqinented/a Stage, II .Risk Assessment. Report. The .Stage II assessmentresGrt 
\vas prepared to;:deterjnm.e :tvhethf.r USAID, could rely .upon the DADS systems 
operations and iiitemal coiurolsto manage donors’ funds, 'fhe :asse:ss.in6ni 
basically determined that USAID eannotrely upcin the DABS cui-renr systems 

: Citi i ti tiiiny JLU I iiB Ouimi ' m E}8i:i!i iliaati. 
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operauoti and/tnieimii canlTols xo msffi.ag&dmers’ liaids \vitljpar:SLibsiantive 
iiiitigatioii i^ieascires being Lncorp-grated ifito ;Gi<jr agreernenls negtstiated witli 
The DABS, The coiriplete Stage 1,1 5usk.:-Assessmenf Report inclwdiiig.lhe Risk 
Schedufe with identined. risks. and. suggested mitigatton njeasures; are attached in 
A^ppEodix Number '1. . 

USAIDT Initial acti vity to be impkmenled Thi'ough direct ori-budget ^assislance 
vTith the DABS is the Power 1 ransinissjQQ and Conneciivity Prtyect. ‘ITe 
progranrinatic objedives are described belorv.: 

Power Tratismissioii and Connectivity ProJectTPTEC), 

The objective of the .P’DiC Project is to support the CHlboA to expand .and 
improve Afghaiiistan’s elootnc transmissioti system in .qrcler to: prqvtde 
affordable, reliable and. sustiiinable power to a greater number of Afgh.ms. 
Electrification of Atghanist.tir'i vvilj be a key driver 'for ccpnornic gn.TV'’th and 
jntjderniziitiQii. Increased power availability and accessibility througli PTEC 
will provide rite cridegi backbone for Afglianistan's coniinuedpoliticaL 
economic and saciai developmenl. PTEC will be tmplemenced through a 'broad 
partnership with QIRqA, ui include ihe.MoF, DABS, and MEW. and USAI-D. 

Although the. P1£G program involves ceitain risk, the Mission is .structuring fhe 
progjram to .include a number of mea.siires that will iTtiiigate the dtingers; and 
eiisuire :thb successful implementation of the programs, jMost sigiiilrcantfe'.' 

USAID is prpyidirig bn-btidgct techriical assistaitce to D.AI3S to; 

o Ddminercialize distribution of e-leciricity in Kabul and key Igtid 
centetts in Herat, Mazar-e Sharii; Jalalahad. and Kandahar, tp 
ifiereasd cast recotuny; 

o .Strengtheri cprpoi’ate aianageineni strengthened to rriore effectively 
rnanage,.open«c, and maintain the. nariona! elect.rio sysicin; 

o Procure a njamigcnient contraccor to assist DABS effectively 
manage, ppenitc and maintain the SEPS electrie system and reduce 
loss.es vvhile in.crca.sjng cost recoveiy; and. 

s> Provide key equipment to enable DABS load ceniers to operate aad 
mamtain their sy.stein.s. 

US.AID also is.providing .off-budgci techaicaj .assistance .to M.EW fa 
increase its capacity .for.; 
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e> Pf-aimiag laxi iBipleiaentiR^- fS-ojecK; 

e Devetepment of palicy and fegoMor^* inechaniSins; 

o luipro^’inE MEW ' s Vocatiorial Trisifi ing Ciirtta't; wdiich provides 
tecftriieai courees for MEW pad DABS siaff' aad 

Q Worfcina ivitp. edycationa] JnsHtutipiis to preside eufriculmn & 
MEW' ajici 'DABS staff and to pfo'dpee qualified gradiiaies dtat can 
be Pined by both orgsmiZaubils. 

USAID will also, use ofEbudget funds te preVyde- eiaistructLon qualitj'- 
assurance ovcpsig'Ht of PTEC actlviiies being undertaken by: DABS. 

USAID xVin udiissi an Irnplementetjou Letier (IL.) as the basic aeisVity 
agreeiHent. The IL spetiRealh- will includfi USAID prior-consent 
priviJcgbstlffougHotii. die pfficisrement .cycle, ednditjons precedentpriar 
to disbursertsent, and bibcr conditionaliiies required tlifoughout the 
activity' period. Tbeconditionaiities also will require DAB.S Ip.plan and: 
begin to address some of The general weaknesses identified in the Octo&r 
2012 cottfracted PFM as-sCssmcnl repart; In p:micu1ar, the oh-bw%et 
assistance provided through the corporate management strengthtaiing pd 
comnfserci'alizatiQn activities will explicitly' work ivith DABS to devbfep 
controls and procedtires to mitigatb identified risks. The method of 
disbursement wrill be On a reimbfursable basis tor costs incytTOd dr 
specific' tnilestopes aeliieved. 

The IL agreemein will . require an atmuaj audit of the DAB.S inclusive of 
all US.AID speei Be financed acuvitks. The US AID Otflce of Finaneisl 
MaDagernerit: will panner with the Internal Audit Departments of DABS 
and 'the Minisriy-- of Finance under a separate Capacity Develop'Dient 
injtiaiive and inidaie imeriial ctiniToi and financial reviews Upon the 
DABSmtaniiged- act ivjUcs. 

The Office of Economic' Growth and Infrastructure (.O'EOfl iCClmicai 
offieevand the lull PCS team, is resporS-Sible for' mbnlTdring risk 
niitigat'fon steps, iitduding.ivhedicr condiuons preceden't continue to be 
followed- Detennioations ofwTiat measures shmi id be taken jf mhigatinj 
steps are not implemented or effeefivu tvffl be m:ade by the Pf:S team. 

.xiH plUilncd USAFD direct assistance to dte 'QlRoA will be through 
existing legaily bmding..b.ilatera}a5sist;aticc agrtsanents, which inciatfe 
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IJ.S;A.rD audit, ,investigaBQ.n -and avaluaiiori rights on l>elialf oi' itself 
other U.S. Go:\;emra,er»t agend-es; refund, termination and suspension 
provisioiis; and provisions- reqairutg the submission to. USAID sJ- plaits, 
specEllcations, pfocuremerifpr oprtstn,tcuorvschedules, fiontracs, or other 
-docunientatiGn hemeen GIRoA and tSiird parties re iatinf tp goods or 
services to be llnariced ■iffiderthese bilaterai assistance agreements, 
iocludmgdacmttentation relating to the j^equat lit cation andseJeetion of 
contractors and to the soikitation of bitls; and propasalS, 

R esiK}iisi.b:ilia.es 

The Missioif s PaifTier GoontivrSystem fPCS) team is : o.&mppsed of the 
following individuals: 



Ibe Missi-on’-s lechnicttl Office Team, Office of Eeonoinic Growth ajtd 
Infrastructioe COEGI) are expanded PCS tea-oi menthers for G2G: activities 
related to, Da Afghanistan, Breshna Sherkai. TJtosc core expanded PC’S tedm; 
member^: include; 


p(6) 


The full expanded PCS team reviewed the results of the assessment and is 
fespoiisibte for developing and approving the risk nthigaiiDn measui-es 
negotiated into each respective G2,G aciivitj- , agreement. 

The risk mitigation assessmenr and strategy was revicw-ed, by the Global Partner 
Gounlty Systems Risk Management Teairi (GPCSRM'r) in theOfficeofthe: 
GFO ;fx> ensure qttality eontroi in the PTMRAf'-pim'ess. 
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authority 

According to ADS 22DT,2.2, appiicaticsa.of live PFMRAP gives auchartty to t'le 
Mission Director to approve tire use of partner icountry: systems, known as the 
Appxevat oFiUss of Partner CounoytSystejus tAUPUS). 

RE.COIVIMENHATIGK 

That ycjti approve this written, Appcovai afUse of Partner CouniTy Systsms for 



Attachment: October 23, 20i2-;Slage II Risk Assessment, Report 
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Appendix Ko- I 

.Stage II t^wkAsscssBient Resort 
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Background 

Founded In 1747, Afghanistan has had a. tumultuous sieistence. Rich V/ith -natural 
resources such as naiara[;gas, petroiaum, :coal,. copper. anc; and iron, the ccprtfe^ laas 
all the necessary elemenfs to jump start tts economy, Hovvever, the,Ai^hatt*s eCPnomy 
has P-aeii piagtied iwish instability^ but is now recovering from decades of conflict. 
According to Public: Expenditure. Rnancial Accountabilih/ (PERA) reports, the, ecoriorny 
has :improvsd ,st^iffcatitiy since thefaB of the Taliban regtme m.2C0i iafgeiy cecauseiof 
the infusion of inlernaUpngl assistance, the recovery of the pgricuttural ; sector, add 
seryics sector gro'Aih.. White the international comrounitj; remains ccinnhitted tc 
Afghanistari's deUelopmerit and has pfedged sigrilficant resources, the iGoverntrient .of 
the Islamic iSepybiic .of Afghanistan (GIRoA) will need to rivercome a number of 
chailenges, tncfadtng ipw revenue coileciion, ariemic j:ob creatipfi, and high leveis of. 
corruption, weak governmert capacity, and poor public infrastriaeture. According, to a 
2D0S. PEFA report, AfghenisSan's. pubUc nrrancral manageraent {PPM) system achieved 
significanflmproyements between. June 2005 and December 2007. HPwever, capacity 
development in the fine ministries needs, strengthening. Compared with the progress in 
the Ministry of Finance (Wlof 3, developments in most line ministries lag behind. For 
example, cash managemenf arid payment .schedufitig procedures iti iihe mihistnes have 
nrit improved. The interna! audit function in line ministiies does not meet recognized 
profassionai stendards. \A/hiie technical expertise in the iine minislftas has significanay 
improved in several areas, long-term, fiscal pianni.ng remains uncerfain. 

In 2010, the Obama vedrtitnlstratiQn made a public strategic foreigh-assistance decision 
■anhauflc^ atthe January 2010 London conference and reaffirmed by Secretary of State 
Clthton and OSAJD .Administrator S.hah at the July 2010 KabtJi .conferfinca, which 
committsd the.JJ.S, Government to provide at least SO percent of U.S. Goyemm.eht 
s.ssistance directly .to GIRoA, to be dhanneled through GlRoA's core budget .systems 
within two . years {2012)’, in June :20i 1 , USAID/Afghanistan negotiatsd a scope of work 
Viith GiRoA to undertake eritity level risk Sssessments of G.IroA. ' line fylfnistries. 
Cpritfacts upping the negotiated scope of work were issued to Certlted Pu.bi.ic 
AccQuhtapt .CGPA} firms to undertake the Mimsierial engagements, The CPA firm 
finalized assessmerit report of Da Afghanistan Breshna Sherkat (DABS) vras issued in 
August 2011, That assessment ifound significant weaknesses in DABS’ systems -afid 
operation, so at the. request of USAID the CPA firm, reassessed DABS’ systemsend 
Operation and issued a draft report in October 2012, 

The United States is comm.itted to improving the quality of its aid in order to maxistilza 
development .in Afghanistan, U,S, military^ action 5n Afghanistan: including USAID's 
support of the U,S,G. Gounterinsurgenoy strategy is expected to corrte to an end .around 
December 2014. This counterinsurgency commitment remains in force for an 
approximate three year period until FY 2015, USAID anticipates that FY 2t)1 5 will be the 
beginning of a transformational decade to a hQrnrrai USAiO iongsr term :develosment 
strategy, VVith that transition . to. a more robust traditional development strategy wiiF'ikety 
result in substantive changes i.n Government to. Governnvent (Q2G3 :assiEta.nce, 

The G2G connmHment comes vvith the responsibility to ensure effective use. of funds 


■ Lcndon eoWerencB, J.3.nu3iy; 2010 and the Kabul tnlemalisnarConferenca. of Afghanistan, 

.J.Ujy'g.0 1:0- 
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pfsvided by U. taxpayers arid appropriated by Congtsss, arid tSe .need.to address 
ftdueiarv risK in the P^rtris-r Country PFjvl .system being tbnsjdered tor direct 
Government to, GpveTnrrient assistance. For that reason; the Agency developed the 
Public Financiat Management Risk .Assessrnem framewprk (RFMRA^iStege 1 Rapid 
Appraisal Assessment, the Democracy, .Human Rights . and Governance enhanced 
(DRG)i revJe«!, and tlie FPMRAF Stage fl Risk Assessment ip enable it: to meet that 
objectiy.eR 

The- RPMjRA.p :is. a muit'i-stage nsk-based rriSth.Qdology whereby USAtD seeks to 
understand the fidueiary risk envifQnme.nt in targeted oountries to infoEm decisions 
whether to use or to increase the use of partner .country pubJic financial man.agemem 
.systbrhs in dejivering Sid assistarice. The :e.rihanised ORG review, led by a .U^iOAV 
team, is undertaken prior to .or in Gonjunction yviih the Iwtission-ied Stage T Rapid 
■Appraisal, and seeks to deterrnine whether a Q2Q investment could :emp.t 5 wsr a 
ggyerninent at the eKpenss of its people. Unfess the rTjacro-leverSlage I Rapid 
AppraisaJ and enhart.ceid :DRG: review determine .that ftere is unacca,ptable at 
unmitigated country: ievst hduciary risk, pohtiGat constraints, :Qr ottisr .ii'isurjiaijotafc'ie 
:ba, Tiers to the dse of jsrtner country sysieiTia, an in-depth PFfvtRAF Gfage i{ risk 
assessment-Which is .a;n entity level assessment-may be .cornpleted by the Mission, 
This Stage ,11 assessrn:ent Will eslabiish the baseline ievel.af ■MinisterialefttJty ieVe! rtsfc 
corresponding to contemplated funding levels, and identify .vulnerabilities of the partner 
Gotintry impiemenfing :entity. [f the assessment reveals clear evidence of vulnerabilities 
to cbrniptiori end ether high levels of control risks, and the partner country government 
failsfo respond or agree to' appropriate risk mitigation remedy measures, then to.e use of 
partner country systems rnust not be authorized 

.USAIDfAtghanisfan has neverconducted the macro-levei enhanced DRG reviesv. and the 
PRMRAF Gtag.e I assessments upon GlRoA as, required under otirfe.ntty issued Ageitoy 
ftolipy-AGS Chapter issued in draff in August 201 1 and substantiany updated in, 
M.arch::,i2Q12, Given the history of G2G assistance, m .Afghanistan, this .situation iS; 
urjdsrstandabie. The macro-ievet assessmerits are lO :guide the decision process. about 
.vAether G2G, assistartce should be considered as ,a bilateral assistance iobjacttve.. In 
Afgfiariistan, that decision .was made severa! years ago at the highest levels of -the U.S, 
Goverhrnent. The:pbafna adrtiinistratidn's foreign poiiqy .decision in danoary 2Cipi 
.wihich was rasffirme.d by' Secretary CMon and Admimstrator ^ah, at the Kabul 
conference in duly 2010, strongly reiterated the U.S, commitment 'to .direct ;G2G 
.assistance to. GlRpA. This commitment was not made subject, to review of masrohevet 
risk in. Afghanistan. Essentially, the foreign policy decision to :e.r,gage. in G2G assistance 
in Afsharristan has replaced the ficsf two steps under f.he Agehcy ADS 220 policy-the 
enhanced DRG review and the PFMRAF Stage i assessment. 

iScopes of work for fh.e .entity level Ministerial engagements undertaken By GlRoA iand 
.USAID may .not. have complied with every element of the d:etailed PRtylRAF Sfage ;ti 

^ H August 201", the Agency fssued.a new draft :po.!icy - ADS C.hapter 220-pert3in!ng to the 
use of reliable, partner ; country systems for direct.. 62(3 .assistahce That policy Chapter was 
;Substanijally updated tn iata Maicti20l2: and cp.nlinwes to undergo .r73ocflfca.Bons - the latest in 
Juiy:20l2,- where, risk ^sessment quastionnEire guidsirnas. wera mobiefl; This. AQS chapter 
with its latest rnodificeiions now require s. ihrse-stage apprcach in He process teadlng ta .a 
decision Of Whether USAiD :shouid consider Use of a: parser coundy's systems, to impismenS 
aifect-asslstanceprograms. 
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guItJanse as currently. revised in July 2012, (Toww^-Uie Mission believes it has complied 
with the spirit^ and purpose of that .guidance, irt riugtist ,2012. USAiDi?Afghfinrstan 
addressed an unofficial Stage t reyisw by Interfiaiiy summarizing responses so 
asssssment gddeiines usiag, cpiieotwe informattor!..gathered frotn public expenditure and 
ffnsricial accounisbiiity (PEFA) redortSv assessments undertaken by the GPA ffrms .to 
date, and other informal inJOrmation avaliaWe to Mission . staff. Using that iiiforrna! 
process and .Da ftfghahistari Sreshna Shsdtat {.DABS) tndep-er.dent CPA firm assessment, 
reports issued tn July 201 1 arid in Qdtober 2012, the Mission is documenting through 
this framework a Stag.eli equivaient report: based upon the most recently usdated ApS 
Cn3ptef22D guidance. 

Objectives 

Tna overall objective of this rerassessmem is to determine vrtiether the U. S. g.dvernrnent 
can rely on Da. Afghanistan B.reshna Shefk.at (Di^S) systems, operation and intsmal 
controls to manage donors' funds, and to determine: ifthe idfinSned weakriessps in the 
inttlal asssssment had been addressed,. Specifically the re-assessment wi ii: 

• Determine whether D.ABS' Rnancial managemeriti'accounlfng system, is. adequate to 
properly manage a.hd account for donors' funds, 

.». Determine whether DABS has adequate internal controls .to manage donors' funda. 

• Determine whether DABS' procurement systems are sufficient to manage deners* 
funds. 

• DeEermine witother DABS complies, in all material respects, with applicable iaWS: 
and regtilations. 
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Executive Summary 

"n'.e UnitecS Slates cotnrWiKsa tt> tfie t^at’ny oJ its aid in order to rnasjimsze 

dsveiopment bens^iss in pted§&d Ic chadded al teast SO percent of >ts 

cstfsiopmers asaiataftce threiigh tfia rsatoftffi txjct^ of the Afgmn Gowef?!fnenip. This 
oc>mmajr.e,Ti Cannes with 1*U2 rea^wstfsicfllty to eostire effsetivs use of funds poewded t%f 
-J. S- taxpayers arid approoflated dy Ctsr^ess, and adedess (iduciaty risk fn Sse Fertriet 
Country PoSsHc Ftasncisl Managemani (PFI*^ systerns being cofssrasrad for dirset 
urspiesTJSintBSicEn of USAO-ftKideti assistarjce. For lhat reason USAID dewelcded the 
fhiti&i FineocisB Marrac^menl. ftisfc AssessrnBnt Stage I) !o eneSte ft to ttseet that 
objetafue., The^ PulsSc Futaecua Management Risst Assesstyiersf Ffameworit {PFMRAF) « 
a muffi-stage risk-sased meihodoJogy 'whereby USAiO seelcs to understand the fiduciary 
nsk efti*5ro#td»eri1 id targeted eotintnes to inform decisrsns whether fa use m mersasa ffte 
use of (wrtner oauntry pwtsife: financiQi mstagemeni systefrts id deSvering ^ assistariGB. 
If the assessmferrt reveate dear e-ndeoce cf vulrierabtiftias Ic corruptiOnj and -the 
psrtrtsf cdurttry got'emmeni fatis to respond the use -of partner cduntry systsme 
must -not he authorEEBd. 

This etage fl adsessmenf was peiformad io determme whether uSAiD oaii On Da 
Al^farastart Sreshna Shsrtcal fOAESj systems t^jafsilon and Intarnai ffisotrols to man^e 
danars' ftmds and to tfetehThne. ?f DABS had taken sufficient measia-sa te address 
weaknesses !f?den1Hfees in the inisai assessrnend White DABS has teken some 
msosiirfes lo address Seirerai of ft® weaknesses idankfied in the iniSaf assessmerrt, our 
review found diafff OASS’ systerhs and inlenriai ocnhols are skM not adecuate to ompsyfy 
mariage and account for donors funefe. The re-assessment rased mstaocas of sgralgcanf 
material eaosrcj; wesjosesses with foe potemiai of adverse itspset on DABS’ operatteras, 
notably in the area oJ Grranaa- reanagemant. oxarrprfas cf rrsaiESiai weaknessea, Cetedsec bi 
DASS' oparaiic-ns ere. ack of rekafcle ftnancia! data, hsk of off bEiance iSteet fioarsSng. 
disclaimer o! spinson on fmanciai sisterner-ts. and three years of onresoived fifianoW audit 
engagements vidth potantiai iiabifty implications- 

OABS'a teadership has laker rjoisble rhefisures to irnpfdve gouertianpg and provreia 
some tSfUCiifre wifrsn the organizolten VaAs-n poanuons d key AaudSjrrai arsas tisve 
been fJed. policies and prccedurss were devalopsc, and most of the wsaknea^tes 
indentiried durtrte the inffcai asaessnerr. -mrs sddrassed. in spite cf the notatia 
imprpverr'.en&, DABS' leadership needs ts address some tfu^or remfHrhOQ weaknosses. 
For examote, budget lo expeniSture neconegtaWort artc or oorhpartsoA needs to be 
documented. kiformaBon lochndlcgy access ednirol poiicies -need fo be priodfaed. as 
W5B* es rsinihg for hew sf ah' 

Mt the areas of proeurssrheht airc monilori.Tg and evsiuafion, DASS has alsa 
demon stratea leadersbiip ana Euwnmitmenr to progress Management has dawelftpOiC! ana 
impiemented a detaUed prccuremara plan which corrfonns to the Afghan Procteemenl 
kaw- Martagem^ii hss aiso estabfferied irsrious crsYsmitlees to make Sure that 
prcxaaiEsmeftl acliy'fties ara irt Rhe with the Afghan Frocursrrient Law. Howa>jer. lack of 
dansparerscy m ihe process aitd seuous conGtet c>f interest issues remain unresorvac 
and a is also unrsertESn If DABS' procurement system is equipped to ntenSse Arae 

* Ujndoo Conference or. AlghaniSla.n, Jac-jary Jtno and the KaSuijroemalic'isiCorifeisr.oe 

en Afghartiatan. Jury 2010, 
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procisnaroenis. Rieg,ardtng mariitoring and ewaiijation. rasn^antem has. aeodad to USB 
the Crsaled InternaS Audite. Ditft^n to assume its® fespanstoi&if, but concerns 
tamair! as to Aether the newSy creatod inJemat Audit Oretstor, has ths ieclmical eapacHy 
to conduct iy&E tuncttons, 

tn sjp.l® of the Dimtlor’s, General aggressive reforms and the correctiue msasures taken 
to .streftgthaft DASS, tkmors must remain vigiiiant as the aperafing environntenf cs 
votatBe. and (hetB are stJli SigrtifJcant oparalsonai risks wtthtn DABS, However, 
apsroaching assistattoe wan srecaaJi.on and conattions, USAiO can Taesortatsiy 
the toenfiffsS rtsks. Appendix "t ctetaJis She ideniSiei risks and proposes pessibie miUssiSns 
meas-^s^ds la managie these fisks- 


it-'S-ti: “ tv'k £.-1,^1 C3J f,' I PrsrrTorrt^ 


Pngs 7 
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Assessment Conclusion & Results 

USAID canhat rely , on d'se Da.Afghafitetan Bresfttta Sfi'erka (DABS) s>'stema operaiion and 
internal eonSfols |o manage donors’ fursrfe. 

DABS finartclal managementi'accourying extern is not adequate to properfy manage and 
aceounl for donore’ funds, cy\SS. has been ^ni^ling to impiement strong finapiciai 
rnanagemant intemal conlrDfs,, and ojf-balance sheet fttancing .remains a high risk, 

DASS's intemat controls are not fully adequate to, manage donors’ funds as mosi ,at the 
initarnat cOntrois waaknesssS idahttfied in theinitlaf assessment remain onadqres.sed. 

Except for conflict of interest in ahe procurement process. DABS’ procurernent system is 
adequate to manage donors' funds. However, it is uncertain if DABS proewement syebm 
is equipped to rnariage large procurements. 

hfo insianbes bf non-compliance with applicable laws and fesUlalrons were found. 

The mterita! conirols envifoament is no: tuily adequate to mitigate risk of corruptfori. 
However, the considerable measures managemefil has taken to add.'eSs mast of the 
governance weakrtesses idenufied in the initial assessment derhotistrate to a certain 
degree the vvill to address concerns llrat could lead to corrupt acts. Although 
considerable risks exist rjonetheiess we believe they cars reasonably be .mftigsted. See 
appendix 1 


IWanagemehl and governance structure 

The Mftijof environment is the pillar of the ihtemai controls structure. It fs affected 1^: the 
stbliide and actions of the orgafiiaation's leadership and senior management Senii:*: 
managemfenl. end the leadership set the lone regarding the importance of standards of 
Eoriduct,- rrianag.errteht controls and business practices, in few words the cpntroi 
er.vircnrnent, provides, structure, discipline and a sense of purpose. Thg original 
assessment fourid significsn! weaknesses m DABS' governing struorure and a .iack. cf 
pr'iorfazatlon of key controls, in fact, some fifteen v/eaknesses raging ftam missing 
polirias arid procedures to vacancies in key positions such as legal ariviser and EritemBl 
audit director vvere identiffed during the originai assessment. T o prove its commitmeM to 
good governance, DABS’ teadKchip has taken considerable measures to addtgss rhost. 
of the fifteen governance weaknesses that were identified in the initial assessment. For 
esampie. K devefoped a business strategy covering fiscal years (FV)'’ 2010 thpotioh 
2014- ft established a Board of Directors and tbjs Board of Directors is involved to"a 
great extent in strengflrenihs DABS’ finsnciai managem.ent and corporate structuring, in 
addition, the leadership has developed and approved several policlfis arid proceduras. 
and has reeruited a number of key staffs. 


^ As per the Solar .Hijri Calendar is FV13SS HrrquQft FY1392.The,Soiar Hyri Calendar is 'Ate 
eftici^ calendar m Af^anii^n and S begins at tire start of sprirg in !ne nortnem ifetnispbe.'e. 
The Soiar iRrjri year begins, about- 21 Maron of eacft -Gtegorran year and ends apccl 20 March 
of the next yea; . 
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in spite of tns fiDtaljte DABS’* ieader&tiip needs to address sae'.e 

reniatnij® wea-Rdeisaes. For iestanos, ibuciget to ewpeddSore raconeisiatios and or 
cofiiparison fjeeds to oe documented ^ ifrfermElton tecnnoloSy access oontrdi powcaes 
need to &® priotitiaect. as weS as training for new Staff. 

to adaiSdri to addressmg the rem^otog m#or wea-ROesSes. DABS' teadetship needs to 
samomtrale sfrons eortsmilmeot io the poSo^as adopted add the actio rse tatoa-i to 
ilspfO¥S the sofitrol fiovirctowetu. Auditors noted that while, the internet audit division to 
siaffed and oaeanoies to ksy posiSoRB are Sited, the ieadsrsisip- has. not JafteR any fli/Sher 
active actiOh to ensure sttstaio^itiKty or Of^-gotrig progress on the measures 
kripiemeraed. According tp the aifdttors the Boa.-ti has ncfi yet, approveo trainiog far key 
persormss newly haad, and the Board ttoes net regard the insemai audit, lardion as 
anpoflard 

Financial t^anaBementarKS Accoimtlng Systems 

Te ifaltteve success In prpjjrsm imptememapan a reliable pubSc Stoanciai mspagemefil 
sysiem end reasonable irTi&TisI oorstrols setnrities are vitai- The impfemeniiatron of 
toterhat EpotrOls aCSvtoes reifaces Ine iifceiitmod of fraud:, vrasle and abuse, to rrtosir 
cases good mSerhai codtrols acUvittos help iaentify wesHthesses in a sysiem, ana protnpf 
early oorreotVe ecdons. DABS has had a weak pwbfsc financias managemam ssystem 
and has been struggBng fa implement strong financial management mternei controls As 
in the case csf the OASS' sovornance slrocture, the Bssessment faorKi Ergnirscant 
weaferiessas in OABS’ finantaaf management and accounting system Of ifre ten 
weaknesses documeftted in the initia! cjssassmeni raiicft. dabs has heen able to 
atfaress only three o? the ten. in additicn to the remaining eeve t weaknasses that DASS 
did not fuBy addnsse. DABS js atso struggiing fa sustain acebmplishrnent® made sface 
the last assessment, as tfie currertt aaaessment detected art additional eight finarreiai 
icanagerhera weaknesses. Some of tne totemal controls weaknesses thaf DABS is sfiti 
struggifng with are, inamiity to prepare Rnanciai siatemertt in accordance with Generally 
Accepted Acetjungng Standards, failure to werSy toe existence at acpulred ssseUs, and 
failure fa tsiii soma cofitamera for Iheir efeciheity consuiriptrcn . Thesa wsaknasses create 
opfadhuntaes for fraud, inctocllrrg oif-baiar'cc sheet rtoancrng. Evfaetttiy. DABS does not 
have strfEcient Enanoiai ir.anogamem capacity fa marsage ctonors* hinds, WrlflOUl. Strong 
fpfiigation measures an<f/ar subsljtoital inwoivemem from donors. 

Faraorindt Palmiaa and procedures; 

To achtev'e brgwriaBSQ.nra sucSesS senior managameftl must dememstrafa e 
corrrfhlbttenl to competertce In the htrmart re-sources processes far attractfag, deve'toping 
and retaintog the right toeividtiai for the jots DABS" toatientioh and casual atiaude to 
core human resources processes v,<ere esntrai observayocE dA'ing the bYdiai 
assEssmetit In 2011 the auditors detectec! tweiuo areas of weEkness in DASB’ human 
resources ptocasses. Less than a yaar later DABS has taken action and: addressed sfi 
bui tour of the twelve weeKhesstrs. As indicafior. to its comi-nBrnent to sirens htiman 
resources practices, GABS has raceftBy FRWenisiTied an autemated attendarfae system 
which is rinkac te te payroll system to KsbuL Proper segragahon of duSes h«s been 
introduced wrtri regartfs to r.torioufi payroB fqnctiprrs arrd salary disbtrrsemPhtS fa mitigate 
any msasures of misaporopriation with regards Sc payred. These iraproueitreras eid not 
take place inSialiy. but ca.me about as a result of the initral asseasmerti. in spite of the 
pifector General's aggressive goto fa reform peteo.nrrei policies and praeesures and fin 
key pcsriiors. capacity buteirig tvithffi :toe orgarczelion remeirs 3. chaiJenge. as 
Afananistaft lacks lyuaiifteii ana experienced staff. The lack of quaiffiec staff vriB Bkety 
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impact project goals, comptelbn and program outcome, uttimately putting donors' 
investment at risk. 

Procurement and Purchasing system 

Procurement is a critica! organizational function, as huge amounts of money are spent 
every year procuring goods and services. Procurement fraud wastes limited funds, and 
compromises safety. The initial assessment noted seven weaknesses in the 
procurement process At the time of reassessment auditors found that DABS Yiad 
resolved five of the seven weaknesses, leaving two unresolved The unresolved 
weaknesses relate to lack of transparent mechanisms to pre-quatify vendors for routine 
procurements, and conflict of interest in the procurement process. According to the 
auditors, procurement officers responsible for collecting qut^ations by personally visiting 
vendors’ shops are the same procurement officers approving vendors to do business 
with DABS, in addition, it is unclear if the legal department is involved in reviewing 
critical procurement and contract documents prior to execution. Management's actions 
to resolve most of the weaknesses are evidence of its commitment to strengthen the 
procurement and the purchasing system within DABS. However, crilicat weaknesses 
with the potential opportunity for fraud and wastes exist and it is uncertain H DABS' 
procurement system is equipped to manage large procurements. Donors must engage 
DABS in those areas and develop strong mitigations to overconte those risks. 

Program Management and Monitoring 

Monitoring is a key component of internal controls, as the flow of information is 
essential for an organization to execute its responsibilities and support the 
achievement of its objectives. In the initial assessment Monitoring and Evaluation 
vras rroted as an area of weakrtess in DABS' systems and operation. The monitoring 
and evaluation unit was understaffed and was basically functioning exclusively for 
the benefit of one donor There were no links between senior management and M&E 
staff and senior management were oblivious to the M&E operations. DABS 
operating philosophy at the time was that each project and/or donor would fund 
discrete M&E units for the benefit of a project and/or donor. The auditors, 
recommended against this approach, as it was redundant, costly, and was 
detrimental to DABS* internal technical capacity According to the reassessment's 
observations. DABS is not planning on organizing a central M&E unit; it plans instead to 
rely upon Its newly established Internal Audit Department to conduct monitoring and 
evaluation. DABS is definitely responsive to the auditors recommendations, however, 
there remains concerns as to whether the newly created Internal Audit Division has the 
tedmical capacity to conduct M&E functions. Because of these concerns it is uncertain if 
the DABS can support the achievement of its objectives and safeguard donors' furxte 
against waste and fraud. 

Laws, Regulations and Other Matters: 

Accofding to DABS's by-laws, its financial statements must be audited within four 
months after the end of the fiscal year (FY). or by July of each year. In addition. 
Afghanistan income tax law requires entities such as DABS to file their tax returns at the 
Tax Authority by the end of the third month following the fiscal year. Mcweovef. entities 
cannot file their tax returns without completed financial statements, and DABS in 
addition to having a disclaimer on its fY2010 financiat statements it has not prepared 
audited financial statements for the last two fiscal years. 201 1 and 2012. We followed 
up with the auditor who conducted the assessments to verify if DABS had filed tax 
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feturns for the last three years and tf OABS was .up to date with its tax liabilities, 
Aesofding to the audifor: OAES has Wed I'tex returns for the:; last three-years arid M fs 
:losi-ng money therefore, not fiaWe for taxes. lEitrthermQre, in I2D09 DABS acquired or 
thesBed with two local energy firrns Ds Afghanistan Breshna Mousasa (DABM), and 
:Power Gonstructicin Entfty (PCE:), and as part of the acpuisitian or merger DABS 
assumed the liatalities of those pontpanies. The amount of the liabiSties is sliii unpSear, 
but PABS::Chief:Rnanciai Officer {CrOyjdentified at least S7 rniilion .of: outstanding debt 
to date and the final figure may not be. knsvvn until iMgrch. 20i3 yjheri a task: forGe 
created by DABS appraises the value of .assets and liabilities acquired and makes .a final 
deierrafnatton. As a governrheht entity there was -an .expeotaticin that -GiRdA I'/ould, 
;guarant5e DABS' financial expasorej but DABS' CFO confirmed, that DABS is sotefy 
responsible, for all Its itabilitie:S and GtRoA. does not .guarantee ;pABS’ iiabffittes. The 
uncertainties regarding DABS" fo.ng term viabflHyy legal status, and its fiaancial p.mb'eme 
have sigrtitica.nl risk: implications. for. donors. One; donors may be furidinarari entity that is 
not .viable, in its current structure, and also donated funds for specific projects could be 
diverted to pay off foans .and liabilities acquired as a results of the acquisitions, thus 
reducing the likelihood of programs meeting goals and objectives. Donors planning on 
.Eupporting DABS are highly encouraged to verify iffie resolution of these matters and get 
express confirmafiori from DABS that these, issues have been resolved and/or does not 
pul donors' fond at risk. 
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Risk Assessment Measurement 

USAiD guidance 'SlHlss, ance a nsk iiEs been identified, the impact and probability of 
that risk must be aetermined. The- tiUpact measures the severity of sn adverse event 
sssoGiated with the risk and is measured a-s. N-egiigible, Merginai, SsTi-ous-, and 
C.atastrophre. Conversely, :probabiliiy measures -the Itkelihood of the: ooctirrence - of the 
adverse ievertt asseciated W'llh the risk and is expressed as, Remote, -Dcoasional. 
Probable, and -Frequent. Combining khipact anc: probabiilty factors eategoriza risks in 
clusters of Criticai, High, Medfurn arid ‘Low Gategofies. Although subjectlva, it Is 
n&nethetess the basis for the Risk Mitigstipn p|an in yS.AiD. 


USAlD's PFM Risk Matrix 



CatCEp-ophic 


Occasional I Probabju 


Remole 


xnous 


iHiBact 


Marsina! .Medium .Medium 


Segligibk 


Medium Medium 


Frepuem 
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Scope and Methodofogy 

Tha independently contrsctee aiiditors condueited an initial assessme.ni sunder a scope 
vvhsdii focused on fiya mairt areas, 5) Finansiai managefnent''3cooi:int!n9 sysiem, 2) 
AEcounting and (ntefnai ;Con!ro!s, 3) Procuremen' -4) Human Resources' anci -5) 
Monitodng and Evaluation. Tnen: a ra^assesanient was ddnducted to asceSain if DABS 
has taken measures to adctr.ess the «/eaknes,ses noted In the initial assessment. While 
the auditors oonducted in-depth assessments, on the five araas mentioned a&cvB, ihey 
did hot USB the Agency's approved Pudiic Pinanetal Management Risk Assessment 
Framework fPFMRAF) checklist, and did rK3t confarm in many ways to tite.Ageoeys 
PFfvIRAF gujdsrjce on risk treatmem aitd risk iassessmerit fneasuremerits, Hnvjever to 
ensure the M.lssion comply :With tl'i© Agency’s g.u!dance and performs requirsd due 
c'iijger.oe, we .reviewed the auditors* reports and.vve met with the auditors who conducted 
the assess ment, to; gain a general understanding of .the nature of their work. \Ve met arid 
disdussed with our intefnatfiriBhciai analysts who had an understanding of the ministry's 
sysierns. We conducted lirnited research on other work performed on the DABS, Based 
on .auditors’ work, pur review's, rtieeti.ngs and research, we compieted the .RFMBtAF 
cnecklist and risk mitigation pian and we summarized our findirigs and und.erstafiding in 
this report. 
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